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SUPERLINER LEGISLATION 


TUESDAY, FEBRUARY 4, 1958 


House or RepresENTATIVES, 
CoMMITTEE ON MercHant Marine AND FISHERIES, 
Washington, D. C. 

The committee met, pursuant to call, at 10 a. m., in room 219, Old 
House Office Building, Hon. Herbert C. Bonner (chairman) pre- 
siding. 

The Cuarrman. The committee will come to order. 

We are commencing today on proposed legislation to authorize a 
sister ship to the steamship U/nited States for transatlantic service and 
a new superliner passenger vessel for transpacific services. 

The authorizing legislation was first introduced in the last session 
of Congress, and is considered to be necessary to supplement existing 
laws to make the construction of these vessels possible. Five bills 
have been introduced to authorize the sister ship to the steamship 
United States, and four to authorize the construction of the trans- 
pacific vessel. 

In each category, the objective of the bills is the same, although 
there are some differences in the methods of achieving the objective. 

At this point we will lay in the bills we have before us for consid- 
eration. 

(The bills referred to and reports on them follow :) 


[H. R. 9342, 85th Cong., 1st sess.] 


A BILL To authorize the construction and sale by the Federal Maritime Board of a 
superliner passenger vessel equivalent to the steamship United States 


Be it enacted by the Senate and House of Representatives of the United States 
of America in Congress assembled, That it is necessary in order to carry out the 
merchant marine policy declared in the Merchant Marine Act, 1936, as amended, 
to have a superliner passenger vessel equivalent to the steamship United States, 
to replace the steamship America for operation on an essential trade route in 
the North Atlantic. There is hereby authorized to be appropriated to the De- 
partment of Commerce such sums as may be necessary, to remain available 
until expended, for the construction, outfitting, and equipping of such a super- 
liner passenger vessel. In order that such construction may be accomplished 
promptly, the Federal Maritime Board, in its discretion, may have such a vessel 
constructed, without further bidding, under outstanding bids which have 
hitherto been made by United States shipbuilders on a similar vessel. 

Sec. 2. Concurrently with entering into a contract with the shipbuilder for 
the construction of said vessel, the Board is authorized to enter into a contract 
for the sale of the vessel, fully outfitted and equipped, upon its completion to 
the United States Lines Company for the fixed price of $47,000,000. Terms and 
conditions of payment of the purchase price shall be as provided for in sections 
502 (c) and 503 of the Merchant Marine Act, 1936, as amended. 

Sec. 3. Except as otherwise provided in this Act, the construction and sale of 
the superliner passenger vessel authorized by this Act shall be in accordance 
with the provisions of the Merchant Marine Act, 1986, as amended. 

1 
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Sec. 4. For the purposes of this Act the words “construction differential sub- 
sidy” used in the Merchant Marine Act, 1936, as amended, shall mean the dif- 
ference between the construction cost of the vessel (less national defense 
features) and the purchase price set forth herein. 


[H. R. 9482, 85th Cong., Ist sess. ] 


A BILL To authorize the construction and sale by the Federal Maritime Board of a 
passenger vessel for operation in the Pacific Ocean 


Be it enacted by the Senate and House of Representatives of the United States 
of America in Congress assembled, That it is necessary in order to carry out the 
merchant marine policy declared in the Merchant Marine Act, 1936, as amended, 
to have a new passenger vessel with passenger capacity of approximately one 
thousand four hundred people for operation on an essential trade route in the 
Pacific Ocean. There is hereby authorized to be appropriated to the Department 
of Commerce such sums as may be necessary, to remain available until expended, 
for the construction, outfitting, and equipping of such a passenger vessel. 

Sec. 2. Concurrently with entering into a contract with the shipbuilder for the 
construction of said vessel, the Board is authorized to enter into a contract for 
the sale of the vessel, fully outfitted and equipped, upon its completion to the 
American President lines, Limited, upon terms and conditions of payment of 
the purchase price as provided for in sections 502 (c) and 503 of the Merchant 
Marine Act, 1936, as amended. 

Sec. 3. Except as otherwise provided in this Act, the construction and sale of 
the passenger vessel authorized by this Act shall be in accordance with the 
provisions of the Merchant Marine Act, 1936, as amended. 


[H. R. 9473, 85th Cong., 1st sess.] 


A BILL To authorize the construction and sale by the Federal Maritime Board of a super 
liner passenger vessel equivalent to the steamship United States 


Be it enacted by the Senate and House of Representatives of the United States 
of America in Congress assembled, That it is necessary in order to carry out the 
merchant marine policy declared in the Merchant Marine Act, 1936, as amended, 
to have a superliner passenger vessel equivalent to the steamship United States, 
to replace the steamship America for operation on an essential trade route in the 
North Atlantic. There is hereby authorized to be appropriated to the Depart- 
ment of Commerce such sums as may be necessary, to remain available until 
expended, for the construction, outfitting, and equipping of such a superliner 
passenger vessel. 

Sec. 2. Concurrently with entering into a contract with the shipbuilder for 
the construction of said vessel, the Board is authorized to enter into a contract 
for the sale of the vessel, fully outfitted and equipped, upon its completion to the 
United States Lines Company for the fixed price of $47,000,000. Terms and 
conditions of payment of the purchase price shall be as provided for in sections 
502 (c) and 503 of the Merchant Marine Act, 1936, as amended. 

Sec. 3. Except as otherwise provided in this Act, the construction and sale 
of the superliner passenger vessel authorized by this Act shall be in accordance 
with the provisions of the Merchant Marine Act, 1936, as amended. 

Sec. 4. For the purposes of this Act the words “construction differential 
subsidy” used in the Merchant Marine Act, 1936, as amended, shall mean the 
difference between the construction cost of the vessel (less national defense 
features) and the purchase price set forth herein. 


[H. R. 9654, 85th Cong., 2d sess.] 


A BILL To authorize the construction and sale by the Federal Maritime Board of a 
superliner passenger vessel equivalent to the steamship United States 


Be it enacted by the Senate and House of Representatives of the United States 
of America in Congress assembled, That it is necessary in order to carry out the 
merchant-marine policy declared in the Merchant Marine Act, 1936, as amended, 
to have a superliner passenger vessel equivalent in size, speed, and capacity to 
the steamship United States to replace the steamship America for operation 
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on an essential trade route in the North Atlantic. In order that such vessel 
be competitive during its useful life and to prevent premature obsolescence, it 
shall be equipped with nuclear propulsion.. There is hereby authorized to 
be appropriated to the Department of Commerce such sums as may be necessary, 
to remain available until expended, for the construction, outfitting, and equip- 
ping of such a superliner passenger vessel. 

Sec. 2. Concurrently with entering into a contract with the shipbuilder for 
the construction of said vessel, the Board is authorized to enter into a contract 
for the sale of the vessel, fully outfitted and equipped, upon its completion to 
the United States Lines Company for the fixed price of $47,000,000. Terms and 
conditions of payment of the purchase price shall be as provided for in sections 
502 (c) and 503 of the Merchant Marine Act, 1936, as amended. 

Sec. 3. The Maritime Administration in carrying on activities and functions 
under this Act may employ persons, firms, and corporations on a contract or 
fee basis for the performance of special services deemed necessary by the Ad- 
ministration in carrying on such activities and functions, and may with the 
approval of the Secretary of Commerce avail itself of the use of licenses, infor- 
mation, services, facilities, offices, and employees of any executive department, 
independent establishment, or other agency of the Government, including any 
field service thereof, in carrying on such activities and functions. 

Sec. 4. Except as otherwise provided in this Act, the construction and sale 
of the superliner passenger vessel authorized by this Act shall be in accordance 
with the provisions of the Merchant Marine Act, 1936, as amended. 

Sec. 5. For the purposes of this Act the words “construction differential sub- 
sidy” used in the Merchant Marine Act, 1936, as amended, shall mean the differ- 
ence between the construction cost of the vessel (less national defense features) 
and the purchase price set forth herein. 


THE SECRETARY OF COMMERCE, 
Washington, February 4, 1958. 
Hon. Hersert C. Bonner, 
Chairman, Committee on Merchant Marine and Fisheries, 
House of Representatives, Washington, D. C. 

Dear Mr. Cuarrman: This letter is in reply to your request of 
August 22, 1957, for the views of this Department with respect to 
H. R. 9342, a bill to authorize the construction and sale by the Federal 
Maritime Board of a superliner passenger vessel equivalent to the 
steamship United States. 

The bill declares the necessity for the construction of a superliner 
passenger vessel equivalent to the steamship United States to replace 
the steamship America, which will be 20 years old by 1960, for opera- 
tion on an essential trade route in the North Atlantic. It authorizes 
the appropriation to the Department of Commerce of the necessary 
sums for the construction of such a superliner passenger vessel and 
authorizes the Federal Maritime Board to enter into a contract for 
the sale of the vessel upon completion to the United States Lines Co., 
the present owner and operator of the steamship United States and 
the steamship America, for a specified price of $47 million, payment 
of the purchase price to be as provided in the 1936 act (25 percent 
down and payment of the balance within a 20-year period). 

The Department of Commerce is in accord with the objective of 
the legislation and believes that construction of such a superliner 
passenger vessel with the contemplated characteristics and features 
would be desirable, but believes that the vessel should be constructed 
under the provisions of the Merchant Marine Act, 1936, as amended, 
and the administration budgetary policy which calls for private financ- 
ing of the purchaser’s portion of the cost, with Government aid as to 
that portion limited to Government insurance of the private loan and 
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mortgage under title XI of the 1936 act (which authorizes insurance 
of private loans and mortgages with principal amounts not exceeding 
75 percent of the cost of the vessel to the purchaser). 

he 1936 act provides for subsidizing the construction of vessels 
for operation on the essential foreign trade routes of the United States 
in an amount not exceeding 50 percent of the domestic construction 
cost of the vessel and provides for the full payment by the United 
States of the cost of national defense features incorporated in the 
vessel. The Department of Defense examines and passes upon the 
suitability of new vessels for use in national defense. The vessel 
would, of course, provide troop- and material-carrying capacity in 
event of war or national emergency. 

It may be that the specified sales price of $47 million is less than 
the portion of the cost of the vessel which should be borne by the 
purchaser under the 1936 act. It would be unfortunate to set a prece- 
dent for a specified statutory determination in lieu of the administra- 
tive determination and computation of the construction-differential 
subsidy and the cost of national defense features in accord with the 
provisions of the 1936 act. 

While the Department believes in the desirability of a prompt 
replacement of the steamship America, it is believed that the vessel 
should be provided in accord with the policy and provisions of the 
1936 act, and that this will best serve the interests of the Government 
in furnishing the assistance contemplated under the contract of the 
United States Lines Co. to replace the steamship America. 

The Department recommends authorization of the necessary 
appropriations to provide for the prompt replacement of the steamship 
America and recommends to this end that the bill be amended as 
follows: 

Page 2, strike out all of lines 1 through 24 and insert in lieu thereof 
the following: “payment of construction-differential subsidy and cost 
of national defense features incident to the construction, outfitting, 
and equipping of such a superliner passenger vessel pursuant to 
section 504 of the Merchant Marine Act, 1936, as amended.”’ 

The Director, Bureau of the Budget, has advised that there would 
be no objection to the submission of this report. The Budget Bureau 
further advises that the Bureau believes that it would be desirable to 
build this ship at the appropriate time under the wholly adequate 
provisions of existing law which authorize payment of a construction 
subsidy and provide for private financing with Federal insurance of 
the ship mortgage. However, in this particular case, the Budget 
Bureau does not object to special legislation incorporating those 
features of the Matchent Marine Act, 1936, subject to the under- 
standing that enactment of such legislation Sowid not be construed 
as conferring a priority for appropriations for the ship without regard 
to other scheduled ship construction. Enactment of legislation 
requiring Federal financing of the ship mortgage as proposed by 
H. R. 9342 would not be in accord with the program of the President. 

This letter applies to the bills H. R. 9351, H. R. 9473, and H. R. 
9576, which are of the same, or similar, text as H. R. 9342. 

Sincerely yours, 
SINCLAIR WEEKS, 
Secretary of Commerce. 
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ComMpTROLLER GENERAL OF THE UNITED STATEs, 
Washington, September 4, 1957. 
B-130963. 
Hon. Hersert C. Bonner, 
Chairman, Committee on Merchant Marine and Fisheries, 
House of Representatives. 

Dear Mr. Cuarrman: Further reference is made to your letter of 
August 20, 1957, acknowledged on August 21, EO NeRE the com- 
ments of the General Accounting Office concerning H. R. 9342, 85th 
Congress, Ist session, entitled “* bill to authorize the construction 
and sale by the F ederal Maritime Board of a superliner passenger 
vessel equivalent to the steamship United States. 

The proposed bill would authorize the Federal Maritime Board to 
accept, at its discretion, an outstanding bid from a United States ship- 
builder for the construction of a vessel equivalent to the United States 
and to make a concurrent contract with the United States Lines Co. 
for the sale of the completed vessel, fully equipped and outfitted, for 
the fixed price of $47 million payable under the terms and conditions 
provided in sections 502 (c) and 503 of the Merchant Marine Act, 
1936, as amended. The difference between the construction cost of 
the vessel, excluding national-defense features, and $47 million, would 
be “construction-differential subsidy”’ for purposes of the Merchant 
Marine Act, 19: es as amended, the provisions of which would govern 
construction and sale of the vessel except as provided otherwise in 
the bill. 

The presently outstanding low bid is that of New York Shipbuild- 
ing Corp. at $109,436,289, excluding a fin stabilization system. Cer- 
tain items of outfit and equipment not included in the bid specifica- 
tions are estimated to cost about $2 million, so that the February 
1957 base month cost of the vessel would be about $111.5 million. 
Inclusion of a fin stabilization system would increase this amount by 
about $2.5 million. If escalation were to average 5 percent per year 
until delivery, and allowing something over 3 years for building, the 
total cost of the vessel without fins would be between $125 million 
and $130 million, exclusive of the costs of any changes and extras 
which might be found desirable. Under the terms of the proposed 
bill the cost of such changes and extras would be borne entirely by 
the Government, whereas under the 1936 act it would be shaied 
between Government and owner in the construction-differential sub- 
sidy ratio for all items not classed as national-defense features. 

It reasonably may be assumed that the “construction cost’? men- 
tioned in line 23, page 2, of the bill is intended to mean the total cost 
of the ship to the Government on delivery from the builder, including 
the cost of all items not included in the builder’s bid but excluding that 
portion of such total cost as is determined tor epresent national- 
defense features. However, it is suggested that the Congress ma 
desire to consider the advisability of clarifying this feature of the bill 

We have no knowledge as to the basis on which the fixed price of 
$47 million was determined. However, such price in effect replaces 
(1) “the fair and reasonable estimate of cost * * * in a foreign ship- 
building center * * * and (2) would exceed the 50 percent limitation 
of section 502 (b) and, to this extent, would deviate from the authori- 
zation presently provided in the Merchant Marine Act of 1936, as 
amended.”’ 
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The bill makes no provision for adjustments in the purchase price 
in the event the owner finds it desirable at some future time to operate 
the vessel in commercial service at speeds higher than those established 
at the time of purchase which are the basis on which the cost of the 
speed component of national features is computed. Such adjust- 
ments, to reflect the commercial value of the use of extra speed and 
other national-defense features, have been provided for in recent 
contracts for the acquisition of vessels with Government participation. 

The proposed legislation would also preclude private financing of the 
unpaid balance of the owner’s cost, replacing it with the provisions 
of section 502 (c) and 503 which provide for Government financing 
through preferred mortgages payable in 20 years with interest at 3% 
percent perannum. The effect of this would be to require appropria- 
tion for the total cost of the vessel less the owner s downpay ment of 25 
percent; whereas under private financing, appropriation would be 
necessary only for the sum representing construction-differential sub- 
sidy and national-defense features. Assuming a downpayment by the 
United States Lines Co. of about $12 million (25 percent of $47 
million), the increased appropriation would amount to approximately 
$35 million. In pursuance of the policy followed by Maritime Ad- 
ministration in the past several years, recent agreements for the 
construction and purchase of vessels have provided for private 
financing with the mortgage held by the financing institution being 
insured by the Government under title XI of the Merchant Marine 
Act, 1936, asamended. We understand that the interest rates on these 
mortgages are considerably higher than the 3% percent charged under 
the Government preferred mortgages. 

We recognize that the propose d bill is the result of special cireum- 
stances— the background of which indicates that the cost of replacing 
the steamship America under existing provisions of the Merchant 
Marine Act of 1936, as amended, with a vessel equivalent to the 
steamship United States is not commercially feasible. On the other 
hand, its enactment may nevertheless serve as a precedent for similaz 
proposals for the construction of vessels and their sales at fixed prices 
in lieu of estimated foreign costs, or for other deviations from basic 
provisions of the act, based on contentions of equally justifiable special 
circumstances. We also recognize that the question of whether special 
legislation of this type, granting Government aid in excess of that 
presently authorized, is necessary to the national interest is strictly a 
matter of policy for determination by the Congress, on which we 
express no opinion. We would suggest, however, that the matters 
hereinabove set forth be given serious consideration by your committee 
in its deliberations on the bill. 

Sincerely yours, 


JosePH CAMPBELL, 
Comptroller General of the United States. 
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ComMPpTROLLER GENERAL OF THE UNITED STATES, 
Washington, September 5, 1957. 
B-130963. 
Hon. Hersert C. Bonner, 
Chairman, Committee on Merchant Marine and Fisheries, 
House of Representatives. 

Dear Mr, CuHatrMan: Further reference is made to your letter of 
August 28, 1957, acknowledged on August 29, requesting the com- 
ments of the General Accounting Office concerning H. R. 9473, 85th 
Congress, 1st session, entitled ‘‘A bill to authorize the construction 
and sale by the Federal Maritime Board of a superliner passenger 
vessel equivalent to the steamship United States.” 

This bill is similar to H. R. 9342, 85th Congress, Ist session, which 
was the subject of our comments to your committee in a ietter dated 
September 4, 1957, a copy of which is enclosed. The difference, 
however, between the two bills is that H. R. 9342 authorizes the 
Federal Maritime Board to accept, at its discretion, an outstanding 
bid from a United States shipbuilder, while the present bill, H. R. 
9473, merely authorizes the entering into a contract with the ship- 
builder for the construction of such vessel. In the event, therefore, 
that the latter bill contemplates a readvertisement and solicitation 
of new bids, it is suggested that this phase of the matter be clarified. 

Like H. R. 9342, the present bill would authorize the Federal Mari- 
time Board to make a concurrent contract with the United States 
Lines Co. for the sale of the completed vessel, fully equipped and 
outfitted, for the fixed price of $47 million payable under the terms 
and conditions provided in sections 502 (c) and 503 of the Merchant 
Marine Act, 1936, as amended. The difference between the construc- 
tion cost of the vessel, excluding national defense features, and $47 
million, would be “construction differential subsidy” for purposes of 
the Merchant Marine Act, 1936, as amended, the provisions of which 
would govern construction and sale of the vesesl except as provided 
otherwise in the bill. 

It reasonably may be assumed that the ‘‘construction cost’’ men- 
tioned in line 18, page 2, of the bill is intended to mean the total cost of 
the ship to the Government on delivery from the builder, including the 
cost of all items not included in the builder’s bid but excluding that 
portion of such total cost as determined to represent national defense 
features. However, it is suggested that the Congress may desire to 
consider the advisability of clarifying this feature of the bill. 

We have no knowledge as to the basis on which the fixed price of 
$47 million was determined. However, such price in effect replaces 
(1) “the fair and reasonable estimate of cost * * * in a foreign ship- 
building center * * *” and (2) would exceed the 50 percent limita- 
tion of section 502 (b) and, to this extent, would deviate from the 
authorization presently provided in the Merchant Marine Act of 1934, 
as amended. 

The bill makes no provision for adjustments in the purchase price 
in the event the owner finds it desirable at some future time to operate 
the vessel in commercial service at speeds higher than those established 
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at the time of purchase which are the basis on which the cost of the 
speed component of national defense features is computed. Such ad- 
justments, to reflect the commercial value of the use of extra speed 
and other national defense features, have been provided for in recent 
contracts for the acquisition of vessels with Government participation. 

The proposed legislation would also preclude private financing of 
the unpaid balance of the owner’s cost, replacing it with the pro- 
visions of section 502 (c) and 503 which provide for Government 
financing through preferred mortgages payable in 20 years with in- 
terest at 3% percent per annum. The effect of this would be to re- 
quire appropriation for the total cost of the vessel less the owner’s 
downpayment of 25 percent; whereas under private financing, appro- 
priation would be necessary only for the sum representing construc- 
tion differential subsidy and national defense features. Assuming a 
downpayment by the United States Lines Co. of about $12 million (25 
percent of $47 million), the increased appropriation would amount to 
approximately $35 million. In pursuance of the policy followed by 
Maritime Administration in the past several years, recent agreements 
for the construction and purchase of vessels have provided for private 
financing with the mortgage held by the financing institution being 
insured by the Government under Title XI of the Merchant Marine 
Act, 1936, as amended. We understand that the interest rates on 
these mortgages are considerably higher than the 3% percent charged 
under the Government preferred mortgages. 

We recognize that the proposed bill is the result of special circum- 
stances—the background of which indicates that the cost of replacing 
the steamship America under existing provisions of the Merchant 
Marine Act of 1936, as amended, with a vessel equivalent to the 
steamship United States is not commercially feasible. On the other 
hand, its enactment may nevertheless serve as a precedent for similar 
proposals for the construction of vessels and their sales at fixed prices 
in lieu of estimated foreign cost, or for other deviations from basic 
provisions of the act, based on contentions of equally justifiable special 
circumstances. We also recognize that the question of whether special 
legislation of this type, granting Government aid in excess of that 
presently authorized, is necessary to the national interest is strictly a 
matter of policy for determination by the Congress, on which we ex- 

ress no opinion. We would suggest, however, that the matters 
lakiibhoes set forth be given serious consideration by your com- 
mittee in its deliberations on the bill. 
Sincerely yours, 
JosePpH CAMPBELL, 
Comptroller General of the United States. 





DePAR’MENT OF THE Navy, 
OFFICE OF THE SECRETARY, 
OFFICE OF LEGISLATION, 
Washington, D. C., February 3, 1958. 


Hon. Hersert C. Bonner, ; ’ 
Chairman, Committee on Merchant Marine and Fisheries, 
House of Representatives, Washington, D. C. 
My Dear Mr. Bonner: Your requests for comment on H. R. 9342 
and H. R. 9473, similar bills to authorize the construction and sale 
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by the Federal Maritime Board of a superliner passenger vessel equiv- 
alent to the steamship United States have been referred to this De- 
partment by the Secretary of Defense for the preparation of a report 
expressing the views of the Department of Defense. 

The purpose of the bills is to authorize the Federal Maritime Board 
to contract for the construction of a superliner passenger vessel equiv- 
alent to the steamship United States, to replace the steamship America 
for operation in the North Atlantic. The Board would be authorized 
to contract for the sale of said vessel, upon its completion, to the 
United States Lines for the fixed price of $47 million. 

Construction of this new ship would represent an important step 
forward in the current program for replacement of obsolescent passen- 
ger vessels. The proposed vessel would be suitable for speedy and 
economical conversion into a naval or military auxiliary, and would 
provide additional troop carrying capacity required in event of war 
or national emergency. 

The financial arrangements of the construction are under the juris- 
diction of the Federal Maritime Board and the Department of Com- 
merce. The Department of the Navy, on behalf of the Department of 
Defense, defers to those agencies with respect to financial aspects of 
the bill. 

The Department of Defense favors the construction of a sister ship 
to the steamship United States as a replacement to the steamship 
America. Subject to the views of the Department of Commerce with 
respect to the financial aspects of the bills, the Department of the 
Navy, on behalf of the Department of Defense, favors the enactment 
of H. R. 9342 and H. R. 9473. 

This report has been coordinated within the Department of Defense 
in accordance with procedures prescribed by the Secretary of Defense. 

The Department of the Navy has been advised by the Bureau of 
the Budget that while there is no objection to the submission of this 
report to the Congress, the Bureau of the Budget believes that it 
would be desirable to build this ship at the appropriate time under 
the wholly adequate provisions of existing law which authorize pay- 
ment of a construction subsidy and provide for private financing, 
with Federal insurance, of the ship mortgage. However, in this 
——— case, the Bureau of the Budget does not object to special 
egislation incorporating these features of the Merchant Marine Act, 
subject to the understanding that enactment of such legislation would 
not be construed as conferring a priority for appropriations for the 
ship without regard to other scheduled ship construction. The 
Bureau of the Budget has further advised that enactment of legisla- 
tion requiring Federal financing of the ship mortgage, as proposed 
by H. R. 9342, would not be in accord with the program of the 
President. 

Sincerely yours, 
E. C. STEPHAN, 
Rear Admiral, United States Navy, 
Chief of Legislative Liaison 
(For the Secretary of the Navy). 
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THe SECRETARY OF COMMERCE, 
Washington 25, February 4, 1958. 
Hon. Hersert C. Bonner, 
Chairman, Committee on Merchant Marine and Fisheries, 
House of Representatives, Washington, D. C. 

Dear Mr. CuatrmMan: This letter is in reply to your request of 
January 13, 1958, for the views of this Department with respect to 
H. R. 9654, a bill to authorize the construction and sale by the Federal 
Meritime Board of a superliner passenger vessel equivalent to the 
steamship United States. 

The bill declares the necessity for the construction of a superliner 
passenger vessel equivalent to the steamship United States, but with 
nuclear propulsion, to replace the steamship America, which will be 
20 years old by 1960, for operation on an essential trade route in the 
North Atlantic. It authorizes the appropriation to the Department 
of Commerce of the necessary sums for the construction of such a 
superliner passenger vessel and authorizes the Federal Maritime Board 
to enter into a contract for the sale of the vessel upon completion to 
the United States Lines Co., the present owner and operator of the 
steamship United States and the steamship America, for a specified 
price of $47 million, payment of the purchase price to be as provided in 
the 1936 act (25 percent down and payment of the balance within a 
20-year period). 

The Department of Commerce is in accord with the objective of the 
legislation and believes that construction of such a superliner passenger 
vessel with the contemplated characteristics and features would be 
desirable, but believes that the vessel should be constructed under 
the provisions of the Merchant Marine Act, 1936, as amended, and 
the administration budgetary policy which calls for private financing 
of the purchaser’s portion of the cost, with Government aid as to 
that portion limited to Government insurance of the private loan and 
mortgage under title XI of the 1936 act (which authorizes insurance 
of private loans and mortgages with principal amounts not exceeding 
75 percent of the cost of the vessel to the purchaser). 

The 1936 act provides for subsidizing the construction of vessels for 
operation on the essential foreign trade routes of the United States in 
an amount not exceeding 50 percent of the domestic construction cost 
of the vessel and provides for the full payment by the United States 
of the cost of national-defense features incorporated in the vessel. 
The Department of Defense examines and passes upon the suitability 
of new vessels for use in national defense. The vessel would, of course, 
provide troop and material carrying capacity in event of war or 
national emergency. 

It may be that the specified sales price of $47 million is less than the 
portion of the cost of the vessel which should be borne by the purchaser 
under the 1936 act. It would be unfortunate to set a precedent for a 
specified statutory determination in lieu of the administrative deter- 
mination and computation of the construction-differential subsidy and 
the cost of national-defense features in accord with the provisions of 
the 1936 act. 

The bill specifically provides that the new vessel shall be equipped 
with nuclear propulsion. The purpose, the bill states, is to make the 
vessel competitive during its useful life and to prevent premature 
obsolescence. In view of the construction of the nuclear-powered 
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nuclearship Savannah to be ready in 1960, the economic noncompeti- 
tiveness of present nuclear-propulsion plants as compared with con- 
ventional powerplants, and the likelihood that nuclear research and 
experiment would make a currently constructed powerplant obsolete 
before the end of the useful life of the new ship, the Department 
recommends against the use of nuclear propulsion in this vessel. 

While the Depar tment believes in the desirability of a prompt 
replacement of the steamship America, it is believed that the vessel 
should be provided in accord with the policy and provisions of the 
1936 act, and that this will best serve the interests of the Government 
in furnishing the assistance contemplated under the contract of the 
United States Lines Co. to replace the steamship America. 

The Department recommends authorization of the necessary appro- 
priations to provide for the prompt replacement of the steamship 
America and recommends that, if the committee adopts this bill, it be 
amended as follows: 

Page 1, lines 8 to 10, strike out the last sentence. 

Page 2, strike out all of lines 3 through 24 and insert in lieu thereof 
the following: 
available until expended, for the payment of construction-differential subsidy and 
cost of national-defense features incident to the construction, outfitting, and 
equipping of such a superliner passenger vessel pursuant to section 504 of the 
Merchant Marine Act, 1936, as amended. 

Page 3, strike out lines 1 to 7. 

The Director, Bureau of the Budget, has advised that there would be 
no objection to the submission of this report. The Budget Bureau 
further advises that the Bureau believes that it would be desirable to 
build this ship at the appropriate time under the wholly adequate pro- 
visions of existing law which authorize payment of a construction 
subsidy and provide for private financing with Federal insurance of 
the ship mortgage. However, in this particular case, as in the case of 
H. R. 9342, the Budget Bureau does not object to special legislation 
incorporating these features of the Merchant Marine Act, 1936, 
subject to the understanding that enactment of such legislation would 
not be construed as conferring a priority for appropriations for the 
ship without regard to other scheduled ship construction. Enactment 
of legislation requiring Federal financing of the ship mortgage as pro- 
posed by H. R. 9654 would not be in accord with the program of the 
President. 

Sincerely yours, 
SINCLAIR WEEKS, 
Secretary of Commerce. 


CoMPTROLLER GENERAL OF THE UNITED STATES, 
Washington 25, January 31, 1958. 
B-130963. 
Hon. Herpert C. Bonner, 
Chairman, Committee on Merchant Marine and Fisheries, 
House of Representatives. 

Dear Mr. CuarrMan: Further reference is made to your letter of 
January 13, 1958, acknowledged on January 14, requesting the com- 
ments of the General Accounting Office concerning H. R. 9654, 85th 
Congress, 2d session, entitled ‘‘A bill to authorize the construction 
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and sale by the Federal Maritime Board of a superliner passenger 
vessel equivalent to the steamship United States.” 

This bill is similar to H. R. 9342 and H. R. 9473, 85th Congress, 
Ist session, which were subjects of our comments to your committee 
in letters dated September 4 and 5, 1957, respectively, copies of 
which are enclosed. 

As in H. R. 9342 and H. R. 9473, the present bill would authorize 
the Federal Maritime Board to contract for the sale of a superliner, 
fully outfitted and equipped, upon its completion to the United States 
Lines Co. for the fixed price of $47 million, payable under the terms 
and conditions provided in sections 502 (c) and 503, Merchant Marine 
Act, 1936, as amended, concurrently with entering into a construction 
contract with the shipbuilder. The difference between the construc- 
tion cost of the vessel, excluding national defense features, and $47 
million would be construction-differential subsidy for the purpose of 
the 1936 act, the provisions of which would govern the construction 
and sale of the superliner except as otherwise provided in the bill. 

Unlike both previous bills, H. R. 9654 provides that the vessel shall 
be equipped with nuclear propulsion. Although nuclear-powered 
merchant ships may be technically feasible, it is not ascertainable by 
us whether the first ships will be economically competitive with con- 
ventionally powered vessels. It is understood that the Atomic 
Energy Commission and the Maritime Administration are jointly 
engaged in a program to develop nuclear propulsion for commercial 
shipping and to construct the first nuclear-powered merchant ship, 
the nuclearship Savannah; however, it also is our understanding that 
the program still appears to be in the research and development stage, 
and no doubt the Atomic Energy Commission and the Maritime 
Administration will be in a position to advise your committee in 
detail the results of its studies. 

We understand that the United States Lines Co. has determined 
that it cannot pay more than $47 million based on projections of 
revenues, operating costs, and operating differential subsidy for a 
conventionally powered superliner similar to the steamship United 
States, but in the instant case we are not in a position to ascertain 
what effect nuclear propulsion would have upon operating results. 

Unlike both previous bills, H. R. 9654 also provides that the Mari- 
time Administration may engage specialists and avail itself, with 
the approval of the Secretary of Commerce, of benefits which may be 
derived from other Government agencies in carrying on the activities 
and functions under the proposed act. Since the appropriation 
authorization under section 1 of the bill is limited to the construction, 
outfitting, and equipping of such vessel, it may be desirable to indicate 
whether the cost of these services and benefits are intended to be 
included in such authorization or are to be financed from other funds. 

Again, unlike H. R. 9342, the present bill does not expressly 
authorize the Federal Maritime Board to have such a vessel con- 
structed without further bidding, under outstanding bids which have 
previously been made by United States shipbuilders on a similar 
vessel. The New York Shipbuilding Corp. made the low bid of 
$109,436,289 in March 1957 for a conventionally powered vessel, 
exclusive of a fin-stabilization system and certain items of outfit and 
equipment. But we have no information on the estimated total cost 
of such a ship to the Government upon completion at the present time, 
nor on the probable additional cost for nuclear propulsion. 
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We assume that the words ‘construction cost’’ on line 6, page 3, of 
the bill is intended to mean the total cost of the ship to the Govern- 
ment on delivery from the builder, including the cost of all items not 
included in the builder’s bid but excluding that portion of such total 
cost as is determined to represent national defense features. 

The fixed price in effect replaces (1) “the fair and reasonable 
estimate of cost * * * in a foreign shipbuilding center * * *” 
required by section 502 (b), Merchant Marine Act, 1936, as amended. 
In our letter of September 4, 1957, to your committee, reporting on 
H. R. 9342, we estimated an ultimate cost of between $125 million 
and $130 million, exclusive of charges and extras for the conventionally 
powered type of superliner on which the New York Shipbuilding 
Corp. was the low bidder. However, the cost probably will be higher 
by the inclusion of nuclear propulsion. In any event, it seems im- 
plicit in the proposed fixed sales price of $47 million that the amount 
of construction differential subsidy would exceed the 50 percent 
limitation of section 502 (b) of the act. 

The proposed legislation also would preclude private financing of 
the unpaid balance of the owner’s cost, replacing it with the provisions 
of sections 502 (c) and 503 which provide for Government financing 
through preferred mortgages payable in 20 years with interest at 3% 
percent per annum. ‘The effect of this would be to require appropria- 
tion for the total cost of the vessel less the owner’s downpayment of 
25 percent; whereas, under private financing, appropriation would be 
necessary only for the sum representing construction differential sub- 
sidy and national defense features. Assuming a downpayment by the 
United States Lines Co. of about $12 million (25 percent of $47 
million), the increased appropriation would amount to approximately 
$35 million. In pursuance of the policy followed by Maritime Admin- 
istration in the past several years, recent agreements for the construc- 
tion and purchase of vessels have provided for private financing with 
the mortgage held by the financing institution being insured by the 
Government under title XI of the Merchant Marine Act, 1936, as 
amended. We understand that the interest rates on these mortgages 
are considerably higher than the 3% percent charged under the 
Government preferred mortgages. 

We recognize that the proposed bill is the result of special cireum- 
stances—the background of which indicates that the cost of replacing 
the Steamship America under existing provisions of the Merchant 
Marine Act of 1936, as amended, with a vessel equivalent to the 
Steamship United States is not commercially feasible. On the other 
hand, its enactment may nevertheless serve as a precedent for similar 
proposals for the construction of vessels and their sales at fixed prices 
in heu of estimated foreign cost, or for other deviations from basic 
provisions of the act, based on contentions of equally justifiable 
special circumstances. We also recognize that the question of 
whether special legislation of this type, granting Government aid in 
excess of that presently authorized, is necessary to the national 
interest is strictly a matter of policy for determination by the Con- 
gress, on which we express no opinion. We would suggest, however, 
that the matters hereinabove set forth be given serious consideration 
by your committee in its deliberations on the bill. 

Sincerely yours, 
JOsEPH CAMPBELL, 
Comptroller General of the United States. 


21620—58 
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DepaRTMENT OF THE Navy, 
OFFICE OF THE SECRETARY, 
OrricE OF LEGISLATIVE LIAISON, 

Washington 25, D. C., February 4, 1958. 
Hon. Hersert C. Bonner, 

Chairman, Committee on Merchant Marine and Fisheries, 
House of Representatives, Washington 25, D. C. 

My Dear Mr. CHarrmMan: Your request for comment on H. R. 
9654, a bill to authorize the construction and sale by the Federal] 
Maritime Board of a superliner passenger vessel equivalent to the 
steamship United States, has been referred to this Department by the 
Secretary of Defense for the preparation of a report thereon expressing 
the views of the Department of Defense. 

The purpose of this bill is to authorize the Federal Maritime Board 
to contract for the construction of a superliner passenger vessel equiv- 
alent to the steamship United States, to replace the steamship America 
for operation in the North Atlantic. The Board would be authorized 
to contract for the sale of said vessel, upon its completion, to the 
United States Lines for the fixed price of $47 million. It is further 
specified in this bill that this superliner passenger vessel be equipped 
with nuclear propulsion in order to render it competitive during its 
useful life and to prevent premature obsolescence. 

Construction of a new superliner passenger vessel equivalent to the 
steamship United States would represent an important step forward 
in the current program for replacement of obsolescent passenger ves- 
sels. Such a vessel would be suitable for speedy and economical 
conversion into a naval or military auxiliary, and would provide addi- 
tional troop carrying capacity required in event of war or national 
emergency. However, ships of this type, with conventional propul- 
sion, are not expected to experience fuel shortages in their planned 
mobilization use. The much larger cruising radius, characteristic of 
nuclear propulsion, would therefore be of little mobilization value in 
the proposed ship. Further, the specialized skills and facilities re- 
quired for construction of a nuclear powered ship of this size would 
seriously impair existing programs of higher priority to equip ships 
with nuclear power. 

The statement in the bill that the equipping of this vessel with 
nuclear power would render it competitive during its useful life and 
would prevent premature obsolescence is inaccurate and misleading. 
The cost of installation and operation of shipboard nuclear power- 
plants is not currently competitive with the cost of powerplants 
using conventional fuel and is not expected to be competitive for a 
number of years. By the time nuclear reactor plants can be con- 
structed to provide power at a cost comparable to those of conven- 
tionally powered plants, the reactor powerplant proposed for installa- 
tion in this vessel would be obsolescent. It is considered, therefore, 
that at no time during its useful life would a nuclear powerplant in 
this proposed new ship be competitive. 

Section 3 of the subject bill provides that the Maritime Adminis- 
tration may avail itself of the use of licenses, information, services, 
facilities, offices, and employees of any other agency of the Govern- 
ment. It is recommended that this provision be amended to require 
the prior approval of the agency or agencies from which assistance 
would be sought. 
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For the foregoing reasons the Department of the Navy, on behalf 
of the Departme nt of Defense, opposes the enactment of H. R. 9654 
but would strongly support the construction of an identical ship with 
conventional propulsion. 

This report has been coordinated with the Department of Defense 
in accordance with procedures prescribed by the Secretary of Defense. 

The Department of the Navy has been advised by the Bureau of 
the Budget that there is no objection to the submission of this report 
on H. R. 9654 to the Congress. The Bureau of the Budget has 
further advised that enactment of legislation requiring Federal financ- 
ing of the ship mortgage, as proposed by H. R. 9654, would not be in 
accord with the program of the President. 

Sincerely yours, 
E. C. STEPHAN, 
Rear Admiral, United States Navy, 
Chief of Legislative Liaison 
(For the Secretary of the Navy). 





Atomic ENerGy COMMISSION, 
Washington 25, D. C., February 4, 1958. 
Hon. Herpert C. Bonner, 
Chairman, Committee on Merchant Marine and Fisheries, 
House of Representatives. 

Drar Mr. Bonner: I refer to your letter of January 13 which 
requested the views of the Atomic Energy Commission with respect 
to H. R. 9654, a bill to authorize the construction and sale by the 
Federal Maritime Board of a superliner passenger vessel equivalent 
to the steamship United States. 

The Atomic Energy Commission in cooperation with the Maritime 
Administration has undertaken what we believe to be a balanced 
program leading toward the eventual development of nuclear power- 
plants capable of providing economic propulsive power for merchant 
vessels. The Atomic Energy Commission considers the construction 
of the nuclear ship Savannah a major step in achieving this objective. 
Likewise, we are mutually engaged in studies of additional merchant 
nuclear vessels with high hope that improvements can be made, in 
terms of cost and weight, over the existing pressurized-water plant in 
the nuclear ship Savannah. 

A superliner would require a powerplant well in excess of 700 
jae rmal megawatts of power, thereby necessitating the use of several 

eactors in parallel to provide operating power. This plant would 
ha very expensive and might require that as many as four reactors 
of identical design be built before an operating prototype had been 
built and tested. 

In a balanced development program, it is necessary that additional 
ships be built in order to gain early practical constructing and operat- 
ing experience. It is, however, imperative that this transition to 
nuclear power be taken in logical steps such that we work with rel- 
atively small prototype plants before attempting to extrapolate this 
information to such a very large vessel as a superliner. Accordingly, 
while the Commission believes that a vessel such as the superliner 
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passenger vessel proposed in H. R. 9654 could, at some time in the 
future, fruitfully use nuclear power, it is our belief that a vessel of 
this complexity could not at the present time “be competitive during 
its useful life.”’ 

The Bureau of the Budget has advised us that it has no objection 
to the submission of this report. 

Sincerely vours, 
(Signed) R. W. Cook, 
Deputy General Manager 


DepaRTMENT OF THE Navy, 
OFFICE OF THE SECRETARY, 
Orrice oF Leaisuative Liarson, 
Washington 25, D. C., February 3, 1958. 


Hon. Herspertr C. Bonner, 
Chairman, Committee on Merchant Marine and Fisheries, 
House of Representatives, Washington 25, D. C. 

My Dear Mr. CuHarrmMan: Your request for comment on H. R. 
9432, a bill to authorize the construction and sale by the Federal 
Maritime Board of a passenger vessel for operation in the Pacific 
Ocean has been assigned to this Department by the Secretary of 
Defense for the preparation of a report thereon expressing the views 
of the Department of Defense. 

This bill would authorize the Federal Maritime Board to contract 
for the construction of a passenger vessel with capacity of approxi- 
mately 1,400 persons for operation in the Pacific Ocean. Concur- 
rently, the Board would be authorized to contract for the sale of said 
vessel, upon its completion, to the American President Lines, Ltd. 

Construction of this new ship would represent an important step 
forward in the current program for replacement of obsolescent pas- 
senger vessels. The proposed vessel would provide additional troop- 
carrying capacity required in the event of war or national emergency 

The Department of the Navy, on behalf of the Department of 
Defense, favors the construction of such a vessel and accordingly, 
favors the enactment of H. R. 9432, however, it should be noted that 
it appears that the Merchant Marine Act, 1 936, as amended, already 
provides the Federal Maritime Board with adequate authority to 
carry out the purposes of H. R. 9432. 

This report has been coordinated within the Department of Defense 
in accordance with procedures prescribed by the Secretary of Defense. 

The Department of the Navy has been advised by the Bureau of 
the Budget that while there is no objection to the submission of this 
report, the Bureau of the Budget recommends that H. R. 9432 not 
be enacted because it is both unnecessary in order to accomplish its 
purpose and in some of its provisions undesirable. The appropriation 
for merchant marine ship construction requested in the President’s 
budget for 1959 includes funds for the passenger vessel in the Pacific 
contemplated by this bill. It is planned that the ship will be con- 
structed under the wholly adequate provisions of existing law which 
authori e the payment of a construction subsidy and provide for pri- 
vate financing, with Federal insurance, of the ship mortgage. The 
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Bureau of the Budget advises further that enactment of legislation 
requiring Federal financing of the ship mortgage, as proposed by 
H. R. 9432, would not be in accord with the program of the President. 
Sincerely yours, 
E. C. STEPHAN, 
Rear Admiral, United States Navy, 
Chief of Legislative Liaison 
(For the Secretary of the Navy). 


ComprroOLLER GENERAL OF THE UNITED STATES, 
Washington 25, September 5, 1957. 
B-133594. 
Hon. Hersertr C. BonNER, 
Chairman, Committee on Merchant Marine and Fisheries, 
House of Representatives. 

Dear Mr. CHArrMAN: Further reference is made to your letter of 
August 26, 1957, acknowledged on August 27, requesting the com- 
ments of the General Accounting Office concerning H. R. 9432, 85th 
Congress, Ist session, entitled “A bill to authorize the construction 
and sale by the Federal Maritime Board of a passenger vessel for 
operation in the Pacific Ocean.” 

The bill recites that it is necessary to have a new passenger vessel 
of approximately 1,400- passenger capac ity for operation on an essen- 
tial trade route in the Pacific Ocean in order to ¢ arry out the merchant 
marine policy declared in the Merchant Marine Act, 1936, as amended. 
It authorizes the appropriation of such sums as may be necessary 
therefor and the sale thereof to the American President Lines, Ltd., 
upon terms and conditions of payment of the purchase price as pro- 
vided for in sections 502 (c) and 503 of the Merchant Marine Act, 
1936, as amended. All other aspects of the transaction would be 
governed by the Merchant Marine Act, 1936, as amended. The bill, 
however, would preclude the use of private financing for the unpaid 
balance of the purchase price, whereas it has been the policy of the 
Federal Maritime Board in recent construction-differential subsidy 
transactions to require such private financing and to extend thereto 
the provisions of title XI of the act if requested. Appropriations for 
the cost of construction under the proposed bill would, therefore, be 
greater by the amount of such unpaid balance than if private financing 
were used. However, we understand that interest and other financing 
costs payable by the purchaser for private financing are higher than 
the 3} percent charged under Government financing. 

It is not clear whether it is intended to restrict the proposed vessel 
to the Pacific Ocean at all times and we accordingly suggest clarifica- 
tion of this point. 

Aside from the above, we have no information as to the necessity or 
desirability of the proposed legislation. 

Sincerely yours, 
JOSEPH CAMPBELL, 
Comptroller General of the United States. 
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The Cuatrman. In this connection, the staff has prepared a memo- 
randum to all members of the committee, setting forth the background 
of the legislation, outlining the considerations involved, and setting 
for the list of witnesses in order of appearance, and indicating the 
expected scope of the testimony. 

This memorandum, dated January 31, w as delivered to the mem- 
bers over the weekend. An additional copy is on each member’s desk. 
I believe it is self-explanatory. Since the purpose of these hearings 
is fully set forth in the staff memorandum, there is no need to repeat 
it now. 

Before proceeding with the witnesses, I want to make a statement 
to representatives of the Government departments who are here. | 
would like the Government departments who are not here present to 
get this message. This legislation was introduced in August of last 
year: the bills were promptly sent to the agencies concerned. 

During the recess, between the last session of Congress and the 
beginning of this session of Congress, I instructed the committee 
staff to, by correspondence and tele phone, request that written reports 
be expedited and sent to the committee before this session convened. 
Since the first of the year, our efforts to secure these departmental 
reports were incre: ised. The fact that these hearings were going to 
be held early in this session was well known to all of the Government 
departments from the outset. The importance of the legislation was 
repeatedly emphasized. Yet, until late yesterday, not a single report 
from the executive branch had been delivered to the committee, I 
want to make it perfectly clear that I feel such discourtesy is inex- 
cusable, and it is beyond me to understand how the departments of the 
Government that have the responsibility to make reports to the com- 
mittees of Congress can carry on in suc ha inner. 

The first witness this morning is Maj. Gen. John M. Franklin, 
president, United States Lines Co. 

Mr. Rivers. Before you begin, may I ask a question of the Chair? 

When you say the Government agencies have not responded to your 
inquiry, does that include the Maritime Commission ? 

The CuarrMan. That includes all Government agencies, Mr. Rivers. 

Mr. Rivers. I asked if it includes the Maritime Commission. 

The CuatrmMan. That includes all departments of the Government 
to which this legislation was directed, and have the responsibility of 
making reports—the Maritime Administration, as you say, the Depart 
ment of Commerce, the Bureau of the Budget. 

General Franklin, will you give your full name and your back 
ground. 


STATEMENT OF MAJ. GEN. JOHN M. FRANKLIN, PRESIDENT, AC- 
COMPANIED BY RAYMOND HICKS, EXECUTIVE VICE PRESIDENT, 
AND C. D. GIBBONS, VICE PRESIDENT AND TREASURER, UNITED 
STATES LINES CO. 


General Frankuryn. John M. Franklin, president, United States 
Lines Co. 

The CuatrmMan. Do you have a statement to make, General Frank- 
lin? 

Greneral FRANKLIN. Yes, sir; I have a brief statement. 
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Before I start, Mr. Chairman, Colonel Hicks, the executive vice 
president of the United States Lines, and Mr. Gibbons, vice president 
and treasurer of the United States Lines, are here and they have some 
exhibits or documents that might be well to put into the ‘record, and 
also particularly on financial matters they will probably answer cer- 
tain questions better than I. 

The Cuatmrman. Do you care to call your associates up with you? 

General Frankuin. Yes, sir. 

The Cuarrman. Have them come right up with you. 

General Frankiin. Mr. Chairman, it is a privilege for me to have 
the opportunity of appearing before your committee. We have pre- 
pared a short statement which, if you approve, I will be pleased to 
read. 

There is before your committee a bill, H. R. 9342, which bill au- 
thorizes the construction and sale by the Federal Maritime Board 
to the United States Lines Co. of a passenger vessel equivalent to 
the steamship United States to replace the steamship America. 

This bill provides that the sale price to the United States Lines 
Co. of the new ship shall be $47 million; that the terms and conditions 
of payment of the purchase price shall be as provided in sections 
502 (ec) and 503 of the Merchant Marine Act, 1936, as amended. In 
brief, the two sections just referred to provide that a ship owner shall 
make a cash payment of not less than 25 percent of the purchase 
price, with the balance payable over 20 years in equal annual install- 
ments, with interest at the rate of 314 percent per annum. 

The bill also provides that, except as provided therein, the con- 
struction and sale of the new vessel shall be in accordance with the 
provisions of the Merchant Marine Act, 1936, amended. 

Please allow me to trace briefly the developments which resulted 
in the introduction of this bill. Negotiations between the Maritime 
Administration and the United States Lines commenced early in 1956 
regarding the type of vessel to be built to replace the steamship 
America, which ship will be 20 years of age in 1960. 

In this connection, it is important. to bear in mind that the subsidy 
agreement between the Federal Maritime Board and the United 
States Lines with respect to the steamship America is as follows: 

The subsidy agreement shall terminate with respect to the steamship America 
on August 1, 1958, but may be extended with respect to the steamship America 
by mutual consent on such terms and conditions as the parties may agree; 
provided that, prior to the grant of such extension, the operator shall make for- 
mal commitment satisfactory to the Board for the replacement of the steamship 
{merica with new construction. 

We cannot, of course, operate the steamship America without an 
operating differential subsidy. 

It was agreed between the Federal Maritime Board and the U nited 
States Lines that the best replacement for the steamship America 
would be a sister ship to the steamship United States and that no 
important improvements in hull lines or machinery could be made at 
this time. 

I believe, sir, the last. time I had the privilege of appearing before 
this committee Admiral Mumma of the Navy testified to that same 
effect. 

Accordingly, invitations were sent out to the shipyards requesting 
bids on a ship similar to the steamship United States with minor 
improvements. 
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As a result, bids were opened on March 21, 1957. The lowest bidder 
was the New York Shipbuilding Co. with a bid of $109 million. 
Based on a bid of $109 million, and adding escalation and other ex- 
penses which we know were experienced with the steamship United 
States, the total cost of the new ship will be in the neighborhood of 
$128 million. 

The steamship United States cost United States Lines Co. approx- 
imately $35 million, that is, that was the cost to the company. There- 
fore, if we could purchase the new ship for approximately $47 million 
and get a credit of $10 million or more for the steamship America 
or sell her free of all restrictions to a citizen of a NATO country for 
the same amount, it would result in a net out-of-pocket cost to the 
United States Lines Co. of approximately the cost of the steamship 
United States. 

The financial results of the steamship United States over 2 514-year 
period of operation, from July 1952 to December 1957, show an aver- 
age profit of $1,314,000 per annum, which is 3.76 percent of the cost 
of the vessel to the United States Lines. 

I consider that a very small return. We have also caleulated what 
the result of a new ship would have been at a cost of $47 million with 
interest at 314 percent on the balance of the mortgage during this 
period, based on the revenue and operating expenses of the steamship 
United States. The result shows that the new vessel would have 
earned an average profit of $832,000 per annum or 1.77 percent of the 
cost to the United States Lines, and that if both vessels had been 
operating during this 514-year period, the result would have been an 
average profit each year of $2,146,000 or 2.62 percent of the cost of 
the 2 vessels. 

In other words, operating at near capacity during a period of 
prosperity such as we have had over the last 5 years, the 2 ships would 
not have approached the 10-percent return on invested capital allowed 
by the 1936 act. 

It is, therefore, the position of United States Lines Co. that it 
cannot pay more than approximately $47 million for the vessel and 
come out with a result that any prudent businessman would consider 
satisfactory. 

We have several times advised the Maritime Administrator that 
we felt that we could not go beyond our original statement that we 
would recommend to our board of directors to pay up to $47 million 
for a new ship provided we could dispose of the steamship America 
either by sale free of all restrictions to a citizen of a NATO country 
or trade-in for $10 million or more, and borrow the 75 percent on a 
mortgage with interest at 314 percent. This is still our position. 

Consideration must also be given to the fact that the steamship 
United States has been operated in a period of great prosperity in 
this country and, while we all hope that such prosperity will continue 
over the next 20 years and more, we must give consideration to the 
possibility of a dropoff in foreign travel in some part of that period. 

While there is no legal obligation to do so, United States Lines Co. 
would like to have a sister ship to the steamship (/nited States to re- 
place the steamship America, but there is a point beyond which we 
cannot go in the matter of the purchase price of the new ship. 

It is obvious that if we are to have a well-balanced service in the 
North Atlantic, there should be a replacement for the America after 
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1960. As a replacement cannot be constructed and placed in service 
by August 1, 1958, when the America’s operating subsidy, unless ex- 
tended by the Federal Maritime Board, comes to an end under our 
present agreement, arrangements for the continuation of the America’s 
subsidy should be made before that date. Otherwise, when August 1, 
1958, arrives, unless the date is extended by the Federal Maritime 
Board, the steamship America will have to be sold or laid up, for, 
as I have said, we cannot afford to operate her without an operating 
differential subsidy. 

The value of a sister ship to the United States, insofar as national 
defense is concerned, was brought out forcefully by the testimony of 
Rear Admiral Mumma, United States N: avy, and Captain Outerbridge 
of the Chief of Naval Operations office, before this committee at a 
hearing held on July 11, 1956. 

The advent into ‘service in July 1952, of the steamship United 
States and the fact that she broke the transatlantic speed record 
both east and west focused the attention of the entire world on the 
American merchant marine. 

Since her first voyage, the ship has carried 382,552 passengers, and 
has not been tied up one single day by labor trouble. 

As you gentlemen know, they sometimes have what they call quickie 
strikes and ships are tied up. We better knock on wood. The steam- 
ship United States hasn’t been tied up a day. 

I want to give credit to the union and particularly Mr. Curran, 
president of the NMU, who realizes as well as we do the importance 
of keeping that big ship on schedule. The cost of tying up the 
steamship United States for one day would be $50,000 a day “when she 
is tied up at the dock 

Due to a great degree to the efficiency of her crew, the ship has 
helped mater rially to dispel the erroneous impression that service on 
American passenger ships is not as good as on foreign-flag ships. 

I think the ship has done a great deal. I think the America also 
helped to dispel that erroneous idea. 

The ship has added to the prestige of the United States in the eyes 
of the world. She has not only made friends for herself but has im- 
proved the standing of the entire American merchant marine. 

A sister ship to the steamship United States would considerably en- 
hance this prestige. 

Consequently, the problem before us is, Does the Government want 
and need a sister ship to the United States, to be ready in case of 
emergency, with United States Lines Co. contributing $47 million 
toward its construction cost and maintaining such a ship in readiness 
for a national emergency at all times? 

That concludes my statement, Mr. Chairman. 

The CHarrman. General, prior to the advertising of the bids for 
the replacement of the America, you did collaborate with the Maritime 
Administration under the provisions of the 1936 act ? 

General FRANKLIN. Yes, sir. 

The Cuatrman. At that time did the officials of your company 
state to the Maritime Administration that they could not build a ship 
under the provisions of the 1936 act? 

General FranKuin. No, sir. We told the Federal Maritime Ad- 
ministration—and they have all the figures as to the earnings of the 
steamship United States. And we would be delighted, Mr. Chair- 
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man, if you wish, to supply a copy for the record of these figures— 
that we could not pay more than $47 million for a new sister ship 
to steamship United States, and then could only pay that sum if we 
were allowed to sell the America foreign or the Federal Maritime Ad- 
ministration take the ship off our hands at turn-in price, the $10 mil- 
lion, which is the price we believe we can get for the ship if we were 
authorized to sell it to a NATO country, either that or more. 

The CHairmMan. With that understanding, the Maritime Adminis- 
tration in conjunction with the United States Lines asked for bids 
on a ship to replace the America? 

General Franxuin. Yes, sir. 

The Cuairman. That was with the understanding that the transac- 
tion would be under the 1936 act? 

General FranKuin. That is correct, sir. 

The Cuatrrman. Had you reached an agreement with the Maritime 
Administration under which you could build a ship ? 

General Franxurn. No, sir. We were never able to come to an 
agreement with the Federal Maritime Bureau that would result in the 
ship being built for $47 million under the conditions that I just 
outlined. 

The Cuatrman. Then, gentlemen, why were bids requested for a 
replacement ship and all the operation of going through the bidding 
initiated and carried out, if it was known at the time that you could 
not meet the requirements of the 1936 act and that the Maritime Ad- 
ministration could not meet your requirements ¢ 

General Franky. I do not think, Mr. Chairman, that that could 
be really determined until after both the Maritime Bureau and our- 
selves knew that a second steamship U/nited States would cost. 

The CuarrmMan. To ascertain what the situation would be, you and 
the Maritime Administration agreed to go ahead and ask for bids on 
the ship ? 

General Franxuin. Yes, sir. 

The Cuarrman. Then when the bids were in and the low bidder had 
been announced, did you reach the conclusion, and also the Mari- 
time Board, that this contract could not be carried out for the con- 
struction of the ship ? 

General Frankuin. I think that is putting it fairly, sir. I think 
that is right. 

The CuHarrman. Is that what took place? 

General Frankurn. I would say “Yes.” 

The CuatrMan. Had these figures that you have set forth here been 
shown the Maritime Administration prior to the asking for bids? 

General Frankiin. You mean the earnings figures ? 

The CuHarrman. The figures setting forth the conditions under 
which you could build a new ship. 

General Franxkuin. Yes, I would say they had. 

The Cuatrman. Then the cost of the new ship reflected in the low 
bid on the new ship evidently was far beyond that which the Maritime 
and the United States Lines anticipated ! 

General Franxutn, The bid was higher than we anticipated and 
I think it was higher than what the Federal Maritime Bureau ex- 
pected, However, “I think you better ask them that question, sir. 
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The CuHairman. Under all provisions of the 1936 act you have 
come to the conclusion that the United States Lines simply cannot 
builda proper replac ement for the America? 

General FraNKurn. I say that is a correct statement; yes, sir. 

The CHAIRMAN. Therefore it is necessary that some special legis- 
lation be enacted should the United States Government desire a re- 
placement for the America? 

General FraNKuIN. Yes, sir. 

The CHairman. In your broad experience in shipping, ship opera- 
tion, and ship construction, is there any other operator that can build 
under the 1936 act such a vessel as is contemplated here ¢ 

General FRANKLIN. Sir, you say build. 

The Cuairman. And successfully operate; an intelligent operator, 
we will say. 

General Franky. I do not like to appear boastful about the 
United States Lines organization—they are really the people who run 
this ship—but it took a long time and long experience with the A/an- 
hattan, and the Washington, and the America to get a crew that could 
successfully operate the steamship United States, and again knock- 
ing on wood, that crew operated that ship extremely well. I think 
that answers your question. 

The CHairnman. Mr. Tollefson. 

Mr. Totierson. General Franklin, how did you arrive at this $47 
million figure 

General Frankuin. The way we arrived at that, Mr. Tollefson, was 
that we took the figure at which the steamship United States stood 
us on the books and we figure «| what was the maximum we were going to 
be able to get for the America, the absolute maximum. We added that 
to the steamship United States cost and we put in the figure of $47 
million. It may be a little high. 

Mr. Totiterson. I was wondering if you took any consideration of 
the fact that this was the maximum capital you could invest in a new 
ship and expect to successfully operate it. 

General Frankutn. That is correct. That is a good addition. That 
is exactly right. We came to the conclusion that about $35 million 
was the maximum capital that we could put into a sister ship to the 
United States and have any chance of making a profit. 

Mr. Totierson. You had something to do with water transporta- 
tion in one of our wars, as I remember it. Just what was your posi- 
tion during the war / 

General Franky. I was fortunate to serve, sir, as Chief of the 
Water Division of the Transportation C orps, and in the last year or 
two of the war I was Assistant Chief of Transportation. The duty 
of the division of which I was in command was to carry the troops and 
supplies overseas. We took over the passenger ships and eee 
vised in many cases their being refitted to carry troops. We got : 
lot. of experience during that period—Colonel Hicks was with me— 
with troopships. It is perfectly obvious that the ideal ship to carry 
troops, if we are unfortunate enough to get into another war, would 
be a ship like the steamship United States. 

Bearing in mind when I went back as president of the United 
Staes Lines with that experience, and also I will frankly admit having 
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in mind it was probably the best possible ship for the North Atlantic 
passenger service, we urged the building of a steamship United 
States. 

Mr. Totierson. As I recall earlier statements by you before this 
committee, it was necessary during the war to utilize the passenger 
ships of some other countries, wasn’t that true? 

General FranKuIN. Yes, sir; particularly the British ships. The 
Queen Mary, the Queen Elizabeth, and the Aqguatania—they were 
called the 3 monsters—carried abroad 750,000 both ways, I think it 
was. 

Colonel Hicxs. The two Queens alone carried 938,201 United 
States personnel both ways. 

Mr. Totrerson. Maybe our British friends say that that didn’t 
cost us anything. I choose to think differently. However, assuming 
that I am correct, the utilization of British vessels cost Uncle Sam 
a considerable number of dollars, didn’t it ? 

Colonel Hicks. $75,056,000 reverse lend-lease. 

General Franxuirn. I think you should add to that, sir, that those 
ships—I am quite sure this is true—were supplied with fuel oil by the 
United States in many instances that should be added to that bill. I 
would think if you set the figures at $100 million, you would be very 
close to the right figure. 

Mr. Mixer. Is that just the two Queens that cost that? 

General Franxutn. That is the two Queens, yes, sir. I thought 
the Aguatania was in it. She carried some troops, but Colonel Hicks 
has the figures here. That is the two Queens. 

Mr. Totterson. My purpose in asking the question is that in your 
statement you say in the form of a question : 

The problem before us is, “Does the Government want and need a sister ship 
to the United States?” 

I appreciate the fact that you are no longer connected with the 
transportation end as far as the Government is concerned, and are 
connected with the company, but you have had some experience and 
I would like to ask you what your opinion is with respect to the Gov- 
ernment needing a ship of this type. 

Do you think the Government ought to build a ship of this type? 

General Franxury. I do, sir. 

Mr. Totiterson. You make that flat statement on the basis of the 
experience that you had during World War IT? 

General Frankurn. E xactly right, sir. 

Mr. Totzerson. I think that is vall, Mr. Chairman. 

The CHatrman. Enlarging on Mr. Tollefson’s questioning about 
the figure of $47 million, is that figure substantiated by the figures 
on the present United States? 

Colonel Hicks. The answer is yes, Mr. Chairman. 

The Cuarrman. I think the record should have that clear. 

You mean you arrived at that figure from the financial statements 
now available of the operation of ‘the ste: amship United States? Is 
that correct ? 

Colonel Hicks. That is correct. If we paid much more we 
wouldn’t be able to get an old dollar for a new one. In other words, 
we wouldn't be able to make a profit. 
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The Cuairman, With further respect to Mr. Tollefson’s question- 
ing about the utilization of the Queens, it was not the dollars; it was 
an absolute necessity irrespective of the cost. Is that correct? 

General Franxurn. I think that is an excellent question, Mr. Chair- 
man, and the answer to that is that it was a very fortunate thing that 
this country was allied with the British and could use the Queens 
because all through the last war this country up until the spring of 
1945 was short of ships, and particularly troopships, and there were 
divisions that were in this country that took longer than their 6 
months’ basic training that could not be moved through lack of trans- 
portation. Not only ‘the troopships, but when a division moved there 
had to be 8 measurement tons per man go with it or precede it. 
That was equipment, and then 1 measurement ton per man per month 
to support that division overseas. 

The CuHarrman. There was no alternative irrespective of the $75 
million. There was no alternative, we had no ships to take their 
place. Is that correct! 

General Franxuin. Exactly right, and there were no other ships 
available. 

The CHamman. We are now in the same position we were then; 
are we / 

General Frankuin. Well, you have the steamship United States, 
but I would say the answer to your question is “Yes.” We are in the 
same situation or maybe worse. 

The CuarrMan. Have you cured the deficiency by the construction 
of the United States? 

General FRanNKLIN. No. 

The CuarrmMan. Mr. Garmatz. 

Mr. Garmatz. Just one question : 

What about the America going out of service in 1958? Will that 
bring your percentage down 4 

General Frankuin. Mr. Garmatz, I can’t conceive of the America 
being scrapped. As you remember, Admiral Mumma testified before 
this committee that the Defense Department would have no objection 
to the America being sold to a NATO country. Either she can be 
sold to a NATO country or taken over by the Federal Maritime Bu- 
reau, in which case she will be laid up and be available for an emer- 
gency, so the taking out of service of the America will not reduce your 
troop lift in event of war. 

Mr. Garmarz. General, with respect to the propulsion of this new 
vessel, are you convinced that the present conventional type of power- 
plant will not become obsolete within the expected life of this new 
ship / 

General Frankiin. Mr. Garmatz, that is a very important question 
and we have made, as you would imagine, a very careful study of the 
matter. 

I, as you know, had no previous knowledge of the introduction of 
vour bill. We have made a very careful study of the matter and I have 
a statement on the subject that I would like to put in the record. | 
think it is very important. 

May I go ahead with that, Mr. Chairman ? 

The Cuamman. Yes, sir. 
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General Franxurn. Although, as stated previously in our testi- 
mony, the United States Lines has no obligation to replace the steam- 
ship America, we do consider that it is the duty of the United States 
Lines, which is the principal Government-subsidized line on the North 
Atlantic, to come forward with a proposal for the replacement of 
the steamship . America. In our opinion, this should be in the form 
of a sister ship to the steamship Uneted States. 

Naturally, in this connection we have given careful consideration 
to the possibility that the sister ship to the steamship United States 
be equipped with nuclear propulsion. 

I am not an engineer and know very little about nuclear power. 
However, we have talked to a number of competent engineers ~< 
with our naval architects, Messrs. Gibbs & Cox, and it would appea 
that the cost of the engineering plus the cost of the reactor or re- 
actors to supply power equal to that of the steamship United States 
would be very high. 

I quite understand that under your bill, Mr. Garmatz, the proposal 
is to build a ship and sell it to the United States Lines for $47 million, 
so the initial cost, so far as we are concerned, is not the controlling 
factor. 

It is our understanding that the United States Navy is going ahead 
with the engineering for a large naval unit—airplane carrier, as 1 
understand it—the power of such unit to be about the same as that 
necessary for a new steamship United States. It is possible that such 
a unit will be in operation within 3 or 4 years. The experience with 
this ship and with the nuclear-powered ship being constructed by the 
Maritime Administration should be an excellent ‘guide in connection 
with atomic power for a new steamship U/néted States. 

Until such time as a large ship using atomic power has been suc- 
cessfully operated, there is grave doubt in my mind whether insur- 
ance, both hull and protection and indemnity, could be obtained in the 
commercial market for a sister ship of the steamship [/nited States 
equipped with atomic power. 

Mr. Chairman, it is also my opinion that your committee, which 
seems to me is approaching this question of the replacement of the 
steamship America in a most intelligent and practical way, is in an 
excellent position to get information on this subject. 

I do not wish to give the impression of being opposed to the building 
of a sister ship to the steamship United States equipped with nue lear 
power. There is little doubt in my mind that several years from 
now the building of such a ship will be entirely feasible. 

The United States Lines firmly believes that we should put into 
service, if possible, ships that are in advance of the competition. As 
an example, I think we proved that when we caused the steamship 
United States to be designed; when we purchased nine Mariner-type 

cargo vessels, the fastest. freight ships in the world; and we are pres- 
ently working on plans for a new cargo ship which we hope will be an 
advance as far as cargo-handling facilities are concerned. 

We would be delighted if the United States Lines could be the first 
company to put into service a large nuclear-propelled passenger ship. 
However, at the present time we have no knowledge as to the cost 
of fuel for a nuclear-propelled ship; how often the ‘fuel would have 
to be renewed: how long the ship would have to be laid up when the 
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fuel is replaced; what the position is as regards insurance and other 
matters. 

Let me explain that a little bit. A naval ship can make a cruise 
and then be laid up for a month or more. In order to come out at all 
with this steamship United States we have to keep her moving. She 
has to make her 22 voyages a year. I cannot come before you gentle- 
men and talk intelligently about a nuclear-powered steamship United 
States when I don’t know how long the ship might have to be laid 
up while she was being refueled. 

The CuatrmMan. Let me interrupt you, General. The schedule of 
these hearings have taken into account the advisability of having the 
nuclear phase of this replacement discussed by the Atomic Energy 
Commission and those who have had experience with that type of 
power, so we are going to come to that later in this series of hearings. 

General Frankuin. I am glad to hear that, sir. I will be very 
interested. 

Until experience is gained that will enable these and other ques- 
tions to be answered, we obviously cannot soundly recommend the 
building of a nuclear powered ship. 

Therefore, if it is the judgment of the Congress and the Government 
agencies interested, including the Navy, that a sister ship to the 
steamship United States should be laid down immediately, then we 
will have to proceed with a ship of conventional power. The United 
States Lines is perfectly prepared to proceed with such a ship im- 
mediately on the basis outlined previously in this testimony. 

When it is considered that from a national defense point of view 
the sooner a new steamship United States is laid down the better, 
and also from the point of view of passenger competition on the North 
Atlantic the sooner we have a new ship the better, the arguments 
favor, in my opinion, our proceeding with a ship of conventional 
power immediately. 

The CuarrmMan. General, to get away entirely from the nuclear 
discussion, and following your general statement of subsidy agree- 
ment on page 2, we have recently noticed a proposal to extend the 
~~ of ships from 20 to 25 years. 

I do not know where we could get more expert testimony as to the 
economic advisability of oper ‘ating a ship after 20 years than from 
practical operators and successful operators, so getting back to this 
contract with respect to the America and extending the subsidy 
period, would it be economically advisable to extend the subsidy con- 
tract over another period, and what would be the effect of the exten- 
sion on the recapture possibility with respect to the United States 
Lines? 

It would reflect on all your other operations, I presume. Is that 
true ? 

General Franxuin. Yes, sir. That of course is a very important 
question that you have asked and it takes in a good deal of territory. 

The Crairman. Have I made myself clear? 

General FRANKLIN. Yes, sir. 

The CuarrmMan. The discussion may be, if we do bring this legisla- 
tion to the floor, that here is a great ship. Here is a ship that has a 
creat deal of value in a defense effort and some other country would 
be interested in buying and operating it. The question might be 
asked: Under the conditions with which we have to operate is it eco- 
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nomically advisable and practical to the United States Government as 
well as to the private operator to continue the operation of this ship? 

General FRANKLIN. Yes, sir. 

The CuarrMan. I would like your associates and you to put some- 
thing in the record of that nature. 

General Franxuin. The America is in very good shape. The 
America is steaming 22 knots on 260 tons of oil a day, which is almost 
exactly what she did when she first came out. 

As you know, the first part of a ship to deteriorate is the main en- 
gines. There isn’t the slightest doubt in my mind that the America 

can well go on for 5 to 8 years more steadily, and if that wasn’t so we 
would not have some of these foreign companies coming around and 
asking us if we will sell them the ship, if and when we build a new 
steamship United States. 

I have given a good deal of thought to this question of extending 
from 20 to 25 years the life of vessel generally, I would like to put 
this in the record. 

In my opinion the Merchant Marine Act of 1936, as amended, has 
proved during the last 20 years to be a very sound piece of legislation 
under which the merchant marine we have today has been achieved. 
Under that act, the Federal Maritime Board has authority, if the 
circumstances warrant it, to extend the life of a subsidized ship be- 
yond 20 years of age. I do not believe a hard and fast rule of a stipu- 
lated number of years of life for all ships in all trades is practical. 
Nor do I believe it is in the best interest of the merchant marine, be- 

cause I think it would tend more to have an obsolete fleet, so I don't 
believe in that extension as a general rule. 

The question of the life of a ship depends upon the trade in which 
the ship is operated. In trades like our Australian trade, over the 
Pacific, where the weather is moderate and cargoes mainly bulk 
cargoes, I believe a ship might have more than 20 years of useful life. 

In trades where the weather is rough, particularly in the wintertime 
and where new, fast, efficient ships are constantly being put into 
operation by our competitors, a 20-year life of a vessel might well 
be certainly long enough. 

I particularly have in mind the New York-Antwerp and Rotter- 
dam-Amsterdam trade where we are up against 14 foreign lines and 
we have to get some faster ships in there, whereas, to Australia, on 
the other hand, you can use some of the older ships. 

Of course, you must bear in mind also that the new ships are going 
to stand you on the books at a much higher figure, and the older ships 
if they are still efficient can help you carry some part of that burden. 

The Cuamman. Have you considered the economie adv isability 
of operating the America for an additional 5 or 10 years from the 
point of view of your company and the Government’s interest ? 

General Frankutn. Yes, sir. I would prefer both from the point 
of view of the Government and from the point of view of our com- 
pany a new steamship United States on there as quickly as possible. 

The CuHatrman. What do you substantiate that with? Do you have 
figures from your operating costs to show that it would be advan- 
tageous ¢ 

General Franky. The America has not been profitable in the last 
few years, no, sir, that is true, Mr. Chairman, and if you would like us 
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to put in the record the operating results of the America for 1956 and 
1957 we will be glad to do it, or longer. 

There is one other thing, Mr. Chairman, if you will allow me to en- 
large on that a little. A new steamship United States would give us 
another thousand berths. She would carry 2,000 against the America’s 
1,000, and that would be of advantage to us because a number of the 
agents are saying to us “We have to do business with the competition, 
as at times you can’t take care of us. Your ships are full in the heavy 
season,’ so that other thousand berths would be a great advantage 
to us. 

The Cuarrman. What percentage of the operating subsidy is there 
between the United States and the America? 

Is it advantageous to the Government to continue the America? 
That is what I am driving at. Certainly it would be reflected in your 
operating costs. It would show cles arly what it is costing the Govern- 
ment to operate the America as against a new ship. 

General Frankurn. Yes, sir. Read them off. 

Mr. Grerons. The operating differential subsidy accrued for 1957 
for the United States amounts to $6,630,908. For the America the 
operating differential subsidy for the year 1957 was $4,319,999. 

Mr. Mituer. What is the first year? The same ? 

Mr. Gippons. Yes, sir. 

General Franxuin. The United States has a crew of 1,050 and the 
America has a crew of 668, and as you gentlemen know, the subsidy 
is based on a percentage of the crew’s wages. 

The Cuatrman. If you are losing money on the America it must re- 
duce your position w ith respect to rec apture. 

General Franxuin. Y es, sir. 

The Cuarrman. That is what I am driving at. 

General Franxurn. I think that is a good point. 

The Cuamman. Just how much does it? To what extent? 

Colonel Hicks. Mr. Chairman, over the last 5 years, from 1953 
through 1957, the net result of the operations of the same ship Amer- 
ica was a loss of $1,137,101. That loss goes into what we call the sub- 
sidy pot, and excess earnings on our cargo ships take care of 50 per- 
cent of this loss, That reduces your recapture. 

If we had a new ship, which we think will operate at a profit, this 
will be eliminated. 

The Cuarrman. You reduce your recapture operation $1 million 
plus ? 

Colonel Hicks. Yes, sir. 

The Cuamrman. Mr. Allen. 

Mr. Auten. General Franklin, if you were free to buy this pro- 
jected ship in a foreign yard or if one of your competitors was going 
to buy it, what would it cost ? 

General FRANKLIN. That is hard for me to say, Mr. Allen, but I 
would think over the years since the war the pattern has pretty well 
been that a ship will cost half as much in a foreign yard as here. 

Mr. Auten. Would that mean that this ship would likely cost the 
United States Lines or a competitor $65 million ¢ 

General Franxurin. It might. Of course you must bear in mind 
that there are a great many features in this steamship United States 
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that are national defense features. For instance, she can make 
thousand tons of fresh water a day. There are evaporators. We e 
don’t need that for our trade. She is air-conditioned all through. 
She has great fuel oil capacity, much more than we need, and she 
was built from the keel up as a troopship, or to have all the facilities 
for a troopship. She has a lot more toilet facilities than she needs. 

Mr. Rivers. Have you got any place for reinforcements 4 

General FrankKuin. Yes, sir; she is reinforced to carry guns. As 
I remember it, the ship can carry 10 dual purpose 5-inch guns and 20 
quads. That is what I think Gibbs testified. 

Mr. Aten. If you eliminated all the national defense features and 
just built yourself a new ship that was competitive against your 
future competitors, what would it cost to build such a ship foreign ? 

General Franxurn. Well, Mr. Allen, L cannot substantiate the 
statement I make, but in my opinion you build such a ship foreign 
for $47 million. 

Mr. Auten. To carry it one step further, everything over $47 mil- 
lion is either in defense features or is for the ace omplishment of hav- 
ing a ship building industry in the United States and doesn’t inure 
to the operator of the ship at all ? 

General Frank. That is exactly right. 

Mr. Auxen. I get a little puzzled on this financing transaction. If 
you borrow Government money at 31% percent does that mean that you 
will get approximately 75 percent of the cost of the ship from the 
Government ? 

I am just talking about the $47 million. 

General Franxurn. Yes, sir. I am very glad, Mr. Allen, you 
brought that up, because I would like to make our position clear on 
that. I am inclined to think that there is going to be some con- 
troversy over that one. I would like to put this in the record. We 
have explored the possibility of privately financing our 75 percent, of 
the cost of the new ship, which will make it necessary for us to borrow 
$35,250,000 to be paid off one-twentieth each year over 20 years. We 
have found that the interest rate on such a loan would be in the 
neighborhood of 414 to 414 percent plus an insurance fee to the Gov- 
ernment of three- "quarters of 1 percent which would bring the interest 
costs to us between 5 percent and 514 percent. 

In addition, we would have to pay to a bank a commitment fee of 
one-half of 1 percent while the ship is being built. 

We have gotten these figures by going to the various banks and 
insurance companies in New York and I am quite sure they are 
correct. 

The Merchant Marine Act of 1936 provides that the Government 
can loan money for shipbuilding at 314 percent per annum. If the 
money is borrowed from the Government, there will be no insurance 
fee and no commitment fee. 

The difference in cost to the company over 20 years between 314 
percent per annum interest and 5 percent per annum interest is 
$5,551,000. If the ship is purchased with private financing, it will 
increase the cost of the ship tons by that amount. 

I understand it is possible for the Federal Maritime Administration 
to insure the loan at a half of 1 percent. Mr. Morse told me yester- 
day that that was possible and I think there would be a very good 
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chance that we could get the Government guaranty at a half of 1 per- 
cent, which would reduce this figure of $5,551,000 by about $100,000. 

Whether the ship is financed publicly or privately with Government 
insurance guaranteeing the loan, the Government assumes all the risk 
in the event of default. So far as I know, there has never been a 
default on a construction loan made by the Government. _ It is difficult 
to understand why the Government chooses to assume the whole risk 
in both types of financing, when with public financing the Govern- 
ment receives an income of interest at the rate of 3144 per annum, 
reducing as payments are made on the mortgage and assumes the same 
risk in both cases, Lepctd 

The long-term Government bonds outstanding at this time carry 
interest rates ranging from 214 percent per annum to 4 percent per 
annum. The Treasury, on February 3, offered a bond payable in 32 
years with an interest rate of 314 percent. : 

It may be that the return to the Government on that bond may be 
more likely about 314 percent because they have to pay something to 
get the bonds marketed. 

The average coupon interest rate on the long-term Government 
bonds now outstanding is 2.60 percent. 

We see merit in the Government not wanting to loan money at 
interest rates less than what they are paying to Bobite money from 
the public. However, we also see merit in the Government loaning 
money at an interest rate greater than it is paying on its long-range 
financing securities. 

The company is ready to pay either the 314 percent interest which is 
in the law, or pay the Government the rate at which they can borrow 
money for a long term, whichever is to the best advantage of the 
Government. 

In other words, I don’t think the Government should be asked to 
loan us money at less than what they can borrow it for, but I do think 
we should not have to try to go out into the market and borrow money 
at 414 or 414 percent on which there is a Government guaranty, and 
if we have to do that it will increase the cost of this ship about $5 
million and from the figures you see that makes her impossible. 

I think that is a very important subject and I would like to make 
it clear that we are perfectly ready to take the interest rate at which 
the Government is borrowing money. 

Mr. Aten. I get a little puzzled in these contracts between the 
Government and subsidized operator in trying to figure out who is 
doing whom a favor and just what the favor is. 

Under these contracts it is your agreement, I believe, to keep a ship 
in good condition for the 20-year life of the contract and to keep the 
ship operating in the trade that is specified in the contract. That is 
right, 1s it not ? 

General Frankuin. That is right, sir. 

Mr. AEN. In addition to that it would look as though your com- 
pany would put up a quarter of the capital and the Government would 
put up three-quarters of the capital, and during normal times, disre- 
garding the technical phases of ownership and so forth, you can act. as 
the owner, and in emergency times the Government takes it over and it 
acts as the owner, isn’t that about it ? 

General FraNK LIN. That is exactly right, sir, and of course the 
Government has the right to take the ship over at the depreciated 








32 SUPERLINER LEGISLATION 





cost, so the company can make no profit at all on the money they put 
in. 

Mr. AtLeN. Going a little further, when the Government puts up 
three-quarters of the capital it gets paid back over the 20-year period 
and meanwhile it gets the earnings on that capital at the figures you 
have quoted, or virtually does, having in mind that you make 3.76 
and you have been paying 3.5 for the money, so in effect the Govern- 
ment gets all of the return on its capital investment and you get the 
return on your capital investment. Is that right? 

Mr. Grspons. I don’t think, Mr. Allen, you can answer the question 
just that way because, remember, this ship is just one ship in a large 
fleet and the Government’s participation in the earnings depends 
upon the earnings of the large fleet. 

If you take the United States alone over the period of its operation 
it has not made the full 10 percent of capital employed that is pro- 
vided for in the law before the Government participates in recapture, 
but if you add that in as one element in the total fleet, the Government 
has recovered a considerable amount of subsidy. However, you can- 
not answer the question yes or no with respect to one ship. 

Mr. ALLEN. My own opinion is it is relatively about the situation 
I stated. However, going into the matter of depreciation and the 
repayment of the mortgage, isn’t it true that over the years if times are 
normal and you operate the ship, then you pay back to the Govern- 
ment all of the capital it invested through the writing off of the de- 
preciation, on the one hand, and paying installments on the other? 

General Franxkuin, All the capital that they loan us. 

Mr. Auien. That is all the capital the Government invests, not 
counting the differential. 

General Franxuin. For construction subsidies. 

Mr. Auten. Is it true also that if during the period the Government 
assumes ownership, then it does so by paying what you have in the 
ship and it takes over? 

eneral FRANKLIN. Exactly. 

Mr. Aten. So if we have normal times you own the ship for the 
whole time and if we are in an emergency for the whole life of the ship 
the Government would own it? 

General Franxkuin. Exactly right. It makes it impossible, and 
very properly so, for the United States Lines or any other company 
to make a profit on the ship if the Government takes her over for a 
national emergency. 

Mr. Auxen. [still haven’t figured out who is doing whom a favor. 

General Frankuin. I think it isa debatable question. 

Mr. Auten. Thank you, Mr. Chairman. 

The Cuarmman, Mr. Robeson. 

Mr. Roseson. General Franklin, you have answered a lot of ques- 
tions and some of them I had in my mind. About when would you 
expect the earliest date that a sister ship of the United States would 
go in service? 

General FRANK. I believe, sir, 39 months. 

Mr. Rozeson. Not from now ? 

General Frankuin. From the time the contract is signed. 

Mr. Roseson. I mean will that be 2 years from now, or 8 years 
from now, or what? You can’t guess? 
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General Franxuin. I think that depends a good deal on you gentle- 
men. 

Mr. Roseson. What I had in mind was then seems to be a probabil- 
ity, certainly a possibility of great development in nuclear power. 

Is it your opinion that the present design of the United States 
would lend itself to substituting nuclear power ¢ 

General Franxurn. Mr. Robeson, that is an excellent question and 
I wish I could say yes to it, but I cannot get any of the shipyards to 
tell me yes. I want to reiterate I am not an engineer. I think that 
the weight of the reactors in a ship the size of the United States 
would be pretty close to the same as the weight of the boilers plus 
the weight of the fuel oil that the ship takes on in New York to 
make her round voyage, which is about 7,000 tons. It might be some 
less. You would have to strengthen the ship, so they tell me, for the 
sheathing and all, for the reactors. There is one other point that is 
important. If you had reactors and not boilers you would not have 
to have any uptakes from the engine room so you would not have 
to have the big stacks and the uptakes coming through the center of 
the ship. 

The shipyards tell me that if you build a Steamship United States 
with conventional power they do not think it is feasible then to put in 
nuclear power. 

In my opinion, what is true today about nuclear power may not be 
true 5 years from now. This thing may go a lot faster than we think. 
In my own opinion it may be possible. It would be a major over- 
haul job, but I am not competent to answer your question. 

Mr. Roseson. The next question would be: Could a modernization of 
design in such a ship suit both purposes ? 

General Frankuin. I don’t quite get you. 

Mr. Rosrson. If we design the ship for conventional power we can’t 
very well have a ship you would have designed if you knew you had 
nuclear power. There would be much more change in design in 
changing to nuclear power. 

General Franxuin. Exactly. 

Mr. Roseson. Since that would be of interest primarily to the De- 
fense Department then nuclear power would be a Defense Department 
feature ? 

General Frankuin. I would think so. 

Mr. Rosrson. You could operate a ship with conventional power, 
but you could also operate a ship with nuclear power if it was feasible 
and practicable. 

General Franxuin. Yes, sir. All I say to that, Mr. Robeson, is I 
can’t tell you what the operating cost of a nuclear ship would be. I 
don’t know. 

Mr. Rogerson. However, there is a probability at least that nuclear 
power should be considered as not too far ahead maybe? 

General Franxurn. As I said in my statement on the subject, I 
would like very much to see the United States Lines come out with a 
big passenger ship with nuclear propulsion, but when that is going 
to be possible I do not know. 

Mr. Roprson. It would be highly desirable in the case of need for 
defense, though, to have such a ship, wouldn’t it ? 

General Franxurn. I would think so, sir, but I should think you 
better ask one of these naval officers that question. 








34 SUPPRLINER LEGISLATION 


Mr. Rozeson. That is all, Mr. Chairman. 

The Carman. Mr. Van Pelt. 

Mr. Van Petr. No questions. 

The Cuarrman. Mr. Miller. 

Mr. Miter. General, I would like you to turn, if you will, to the 
matter of the two Queens carrying 938,000 troops. Over what period 
of time was that ? 

General Franxuin. It was from the time this country went into 
the war, Mr. Miller, until, I would think, 3 months after the war ended, 
when they were returning American troops from Europe. 

Mr. Miter. About a period of 4 years ¢ 

General Franxuin. Yes, sir. 

Mr. Miter. Therefore, each of them carried approximately 115,- 
000 troops a year over that period, as I figure it, two ships for 4 years 
then dividing 938,000 by 8 

General FRANKLIN. Yes, sir. 

Mr. Mituer. What would be the capacity of the United States a 
year in transporting troops? 

General Franxkurn. I never figured that out. 

Mr. Mitter. The Steamship ‘United States if fitted with standing 
bunks—she already has her fresh water capacity, which was the 
bottleneck in all the ships we took over during the war—could carry 
ere troops and if turned between New York and Gourock in Scot- 
land where the Queens disembark and embarked, too, how many trips 
do you figure she would make? 

Colonel Hicks. She would make 26 voyages and carry 350,000 men 
one way. 

Mr. Mutter. In other words, her efficiency would be twice that of 
either Queen and then some left over? 

Colonel Hicks. That is right. 

General FRANKLIN. She could get to Gourock in less than 4 days. 

Mr. Rivers. Where is that port ? 

General Frankurn. It is off Glasgow, Mr. Rivers. It is called 
Gourock. It is a place where the Queens and the Aquitania, and the 
America, the big ships, delivered their troops. 

Mr. Minter. So that I figured roughly, saying 20 trips a year, tak- 
ing it very conservatively, her efficiency would be rated twice that of 
either of the Queens in carrying these troops? 

General Franxutn. Yes, that is true, but you must bear in mind, 
sir, that in the first part of the war we weren’t using the Queens 
heavily to carry American troops. 

Mr. Mixer. I appreciate that. I was just trying roughly to figure 
out a yardstick against this 100 million dollars that we would write 
off in the event of an emergency. 

In the case of 4 years over $100 million would be the cost if we had the 
United States. You can’t measure dollars in time of war. You would 
pay five times that for her in the event of an emergency if you didn’t 
have her and tried to get her at that time, wouldn’t you? 

General Frankurn. I think that is right. I think to be accurate 
that the U/nited States could easily make 26 voyages a year between 
New York and Gourock. 

Mr. Grepons. 350,000 men one way. 
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Colonel Hicks. Her troop capacity is 13,864 troops. Of course you 
also have your gun crew and your ship crew on there, but the troops 
themselves would be 13,864. 

Mr. Mixuer. It would be then 305,000, because you would only be 
taking them one way at the beginning. 

Mr. Gresons. That is right. 

Mr. Mituer. General, have you ever considered this matter: That 
the Government lends money for other phases of our economy when 
it is used to stimulate our economy, and to increase the capital invest- 
ment in this country ¢ 

The merchant marine is essential and we have a right to consider 
that just as much as we do, for instance, the great irrigation de- 
velopments that are taking pli wce in the West, and I am for cdevelop- 
ment of the west through irrigation. 

Have you ever considered that in the matter of irrigation the Goy- 
ernment lends money to the people who benefit by it at no cost? 

The thing that they pay back is the cost amortized over a period 
of years, at no interest. Does not shipbuilding stimulate the economy 
of the country, the employment that is given to people, the ability to 
control our own outlet of goods which are so essential to us, and isn’t 
it just as imports int in your mind as, for instance, an irrigation proj- 
ect that would cost $100 million to have a ship like the United States 
built ? 

General Franxuin. I agree with that, Mr. Miller. 

May I add one thing to that? I will send to each member of the 
committee a statement that I made before the National Defense Asso- 
ciation last November which purports to trace how much of the money 
the Government has spent for construction differential subsidies 
and/or operating differential subsidies, goes back to the Treasury in 
the form of taxes. 

It is an amazing figure. 

Mr. Miuxer. I want this to show that I have supported 90 percent 
of the cases of the Government irrigation projects that have come be- 
fore the Congress, because I think it is a real capital investment in this 
country, just as I think that shipbuilding and the maintenance of our 
ships is Just as much a capital investment and serves another seg- 
ment of the community just as agriculture is served by our reclama- 
tion and irrigation projects, and we give these people money at no 
interest to carry on those things. 

General Franxuin. I agree with you, sir. 

Mr. Miter. That is all. 

The Cuarrman. I would like the statement that you speak about 
sent to the committee, and be inserted in the record at this point. 

(The material to be supplied follows :) 


THE AMERICAN MERCHANT MARINE 
ITS IMPACT ON THE ECONOMY OF THE UNITED STATES 


An address by Maj. Gen. John Franklin, president, United States Lines Co., 
before the National Defense Transportation Association in Washington, D. C., 
November 19, 1957 


It is a privilege to have the opportunity again to talk before the annual con- 
vention of the National Defense Transportation Association. 

During the past 12 years, through its annual conventions and chapter meet- 

ings, the National Defense Transportation Association has accomplished much 
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in the way of educating the American public of the need for a strong American 
merchant marine prepared to serve the Nation as a necessary arm of our 
national defense in case of an emergency and serve the Nation in peacetimes by 
carrying our exports and imports. 

There can be no question but that the American merchant marine is needed 
for the national defense and to develop our foreign and domestic commerce. 
These two functions are really one in today’s world, because a healthy flow of 
commerce and a strong economy are necessary to the national defense. 

An American merchant marine is vital to our military preparedness. World 
War II and Korea proved that we must have our own ships to meet the urgent 
demands of war on worldwide battlefronts. We cannot rely on ships of other 
nations in such critical times. 

Underlying our military strength is our economic strength and economic 
strength is the bulwark of our general welfare and our world position. 

The Merchant Marine Act of 1936 provides the sound foundation on which our 
present American merchant marine has been built. I am sure you are all 
familiar with the provisions of the Merchant Marine Act which, among other 
things, provides for an operating-differential subsidy, the purpose of which is to 
achieve a parity between the cost of operating an American-flag vessel and the 
cost of operating the same vessel in the same service under a competitive foreign 
flag. The operating-differential subsidy does not insure a profit nor insure 
against loss. It merely establishes parity. 

As of December 31, 1956, there were 14 American shipping companies operat- 
ing 303 vessels which had executed operating-differential subsidy agreements 
with the Federal Maritime Board. Many statements have been made in the 
past as to the actual cost to the American taxpayer of the operating-differential 
subsidies. 

In my opinion, we at last have the answer. 

Since 1946 (operating-differential subsidy payments were discontinued during 
World War II), the total subsidies paid up to December 31, 1955, after deduc- 
tion of recapture of 50 percent of the subsidy paid over and above 10 percent of 
capital necessarily employed, amounted to $499 million. But this is not the cost 
to the American taxpayer. Offsetting this cost are the taxes paid to the Gov- 
ernment, directly and indirectly, resulting from the operations of the subsidized 
lines. 

Since 1946, Federal income taxes paid by the subsidized lines amounted to 
$172 million. Personal income taxes paid by seagoing personnel of subsidized 
lines are estimated to have been $140 million and personal income taxes paid by 
shoreside personnel and labor hired by subsidized lines are estimated to have 
been $110 million. Therefore, the total taxes paid by subsidized lines during the 
period from 1946 to December 31, 1955, were $422 million or 85 percent of the 
net subsidy paid to the subsidized lines. But this is not the whole story. The 
offsets mentioned are taxes paid to the Government as the result of operations 
of the subsidized lines but do not include taxes paid by allied industries, such 
as ship repair yards and suppliers with whom the subsidized lines spend many 
millions of dollars annually. 

If all taxes paid to the Government directly and indirectly as a result of 
operations of the subsidized lines were taken into consideration, the net cost to 
the taxpayers, as a result of the operating-differential subsidy provisions of the 
Merchant Marine Act of 1936, is zero. 

Furthermore, an operating-differential subsidy is not a one-way street. It 
requires a shipowner to operate its ships on specified essential routes; to main- 
tain these ships with trained crews for ready conversion for war or other emer- 
gency purposes, and to provide for replacements when the ships have reached 
the age of 20 years. These are serious obligations. The cost of the replactments 
alone is estimated at $3 billion. 

It also follows that the same holds true of the construction-differential-subsi- 
dies paid to American shipbuilders under the provisions of the Merchant Marine 
Act of 1936, i. e., that the taxes paid to the Government directly and indirectly 
resulting from shipbuilding in this country more than offset the actual subsidies 
paid. 

Subsidies paid American shipbuilders represent the difference in cost between 
constructing a ship here and abroad. Without the subsidy we would have 
neither the ships under the American flag nor the shipyards with their trained 
personnel. 

While we are on the subject of operating-differential subsidies and the net 
cost to the taxpayers, I must remind you that in the past on many occasions 








SUPERLINER LEGISLATION 37 


there has been difficulty in obtaining sufficient appropriations by Congress to 
cover the initial cost of the operating-differential subsidy each year which, as I 
said before, in the end is all repaid to the Government directly and indirectly, 
in the form of taxes. In my opinion, the reason for the difficulty in obtaining 
sufficient appropriations is the fact that those in the Government who have the 
responsibility of providing for these appropriations, namely, the Bureau of the 
Budget and the Congress, have not been told the end result of providing these 
subsidies, which inturn result in a strong American merchant marine. 

The remedy for this situation is that those Government officials who are vested 
with the responsibility of appearing before Congress requesting appropriations 
for the American merchant marine should tell the whole story in detail each 
year when asking for an operating-differential subsidy appropriation. If that 
were done, there should be no question but that all the money required to support 
the American merchant marine operating-differential subsidy program would be 
appropriated by Congress. 

The situation might be further clarified with respect to appropriations for 
shipping if a separate budget and separate request for appropriations were sub- 
mitted to the Bureau of the Budget and to Congress for the needs of the Mer- 
chant Marine Act alone rather than be included in the appropriations for the 
Department of Commerce, as they are now. 

Now let us turn to the impact that the American merchant marine has on our 
economy. 

The American merchant marine is far more than a fleet of ships. It includes 
trained sea-going crews to man the ships and shoreside personnel to build and 
repair them, to load and unload cargoes, and to manage the industry business 
affairs. It includes shipyards, warehousing facilities and port services and 
equipment. It includes a huge industrial and clerical army to furnish services 
and supplies. The impact of these primary segments of the American merchant 
marine on our economy can be estimated on the basis of data available for 1955. 
The impact on our economy can be measured in two different ways. 

One way measures the total contribution of the industry to the economy in 
terms of money that passes from the industry through the hands of employees, 
stockholders, Government, suppliers and others. 

The other way measures the direct spending of the industry as an employer, 
as a customer and as a consumer. 

The total contribution to the economy growing out of the American merchant 
marine directly and indirectly is estimated at $5,300 million annually. 

The contribution of sea-going and shoreside operations and shipbuilding activ- 
ity can be set at $2,800 million a year. Of this total, the contribution of the 
American-flag fleet in foreign trade is estimated at $1,100 million; of the Ameri- 
can flag fleet in domestic trade at $400 million; and of ship construction and re- 
pair industries at $1,300 million. 

It is also estimated that American-flag ocean transportation each year gen- 
erates other domestic transportation and handling services of export and im- 
port products apart from port. activities in an amount totaling $2,500 million. 

In addition, it is estimated that over $1 billion in earnings were generated by 
domestic movement of foreign-trade cargo—for warehousing, truck and rail 
movements and other handling—aside from ship loading and discharge. 

In 1956, the privately owned American fleet spent an estimated $500 million 
as a customer for American goods and services—food for crews and passengers ; 
fuel oil; stores and supplies; maintenance and repairs; insurance and other 
services. 

Now let us look at the direct spending of the American merchant marine each 
year, including sea-going, shoreside and shipbuilding segments, which employ 
almost one quarter million workers and generate more than $2 billion annually 
in wages directly and indirectly. 

The American-flag fleet alone, apart from shipyards, spends more than $500 
million for American goods and services each year. In addition, the cost of 
material used in ship construction and repair has been more than $500 million 
a year. 

The American merchant marine is also a substantial employer. The total 
direct employment of the merchant marine is estimated at 225,000 people. Of 
this, sea-going employment totals 70,000; shoreside employment, including long- 
shore and dock employees, totals 90,000; and shipyard employment totals 65,000. 

Compensation of all employees in the American merchant marine is estimated 
at more than $1 billion a year. The shipping fleet accounts for practically $470 
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million; longshore and dock employees accounts for $245 million; and shipyard 
workers account for $292 million. 

I think you will agree that this is a substantial contribution to the economy 
of the country. 

Another role which the American merchant marine plays which vitally affects 
our economy is that of a carrier of our exports and imports. It is an essential 
means whereby our industry and agriculture can sell their products abroad, and 
it is a vital link in bringing to our shores essential raw materials and products 
of other nations that our economy demands. In that role, the American shipping 
fleet is an instrument of national policy in maintaining our prosperity and rising 
standards of living and in strengthening our economic and political ties with 
other nations of the free world. 

Here are some of the major effects of foreign trade on the United States 
economy : 

Foreign trade, at record levels and going higher, employs 44% million people 
and generates an estimated $13 billion annually in United States wages and 
Salaries. 

Key industries increasingly depend on exports to sell a large share of their 
production. For instance, cotton exports account for 17.6 percent of United 
States output; wheat exports for 29 percent; machinery exports for 19.1 percent. 

Key industries increasingly depend on overseas sources of raw materials. 
Steel imports 18 percent of its iron ore; virtually all of its essential ferroalloys ; 
aluminum imports 70 percent of its bauxites; imports of nonferrous ores and 
metals are up 70 percent in 6 years. 

Long-term economic stability of all nations in the free world depends on self- 
sustaining trade based on mutual helpfulness and exchange of goods. 

In conclusion, I think you will agree with me that the American merchant 
marine is a vital part of this Nation’s economy, and if America were to be 
deprived of her merchant marine her economy would receive a mortal blow, 
and that the maintenance of our merchant marine under the provisions of the 
Merchant Marine Act of 1936 is accomplished at practically no cost to the tax- 
payers. We must not relax for 1 minute in our efforts to insure the continuance 
of a strong American merchant marine as the fourth arm of our national defense 
and a vital segment of our economy. 


The Cuarrman. Mr. Ray. 

Mr. Ray. No questions. 

The Cuarman. Mr. Zelenko. 

Mr. Zetenko. General, I think we are all convinced that a ship of 
this type is a necessity, particularly on the question of defense. My 
colleagues have covered most of that subject up to this point, but I 
should like to recap very briefly and without too much detail some 
of the thoughts that I have gathered here and ask you questions on 
them to see what your view is. I think it is well agreed that a ship 
of this type is uniquely essential to the defense of this country in time 
of emergency ; isn’t that right? 

General FRANKLIN. Yes. 

Mr. ZeLENKO. Our experience in the last war shows that we used 
2 ships of Great Britain, almost similar to this one, at a cost to this 
country of approximately $100 million. 

General Franxurn. Yes, sir. 

Mr. ZetenKo. At present rates perhaps that would be $150 million 
or more, with inflation, increased costs, and matters such as that? 

General Frank. I think that is a proper statement. 

Mr. ZetenKo. Those ships, were we to need them now, would not 
have the capacity, nor the speed, nor the defense features which 
might be necessary in a conflict at the present time, would they ? 

General Franxuin. That is correct. 

Mr. Zetenxo. And yet we would be paying for them because we 
need them, in any event, whether they would have nuclear propul- 
sion. conventional propulsion, or any other kind. We would need 
them ? 
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General FRANKLIN. Yes, sir. 

Mr. Zetenko. The reason that I bring the question up in this form 
is this: Putting it boldly this ship will cost about $128 million overall ; 
is that correct ¢ 

General FRANKLIN. Yes, sir. 

Mr. Zetenxo. Your company is willing to advance $47 million. 

General FRANKLIN. Yes, sir. 

Mr. ZetenkOo. Which means that the Government will be obliged to 
appropriate eighty-million-odd dollars, which is a figure that we, 
knowing the conditions, will have to show those not familiar with 
those conditions, is justified ; is that right ? 

General FRANKLIN, Yes, sir. 

Mr. Zetenxo. One of the questions of course that we would have 
to answer would be, why spend $80 million for a ship at this time 
when money is so badly needed and perhaps can go in another direc- 
tion? So my questions are designed to show that this will not cost $80 
million, but perhaps could turn in a profit either in money or otherwise. 
I want that understood. 

Now, it was brought out by Mr. Miller and of course, yourself, in 
mentioning the statement, that you had given before the National 
Defense Association that that return taxwise and otherwise was of 
an immense sum in building a vessel such as the United States, both 
in the yards and in its operation ; is that right ¢ 

General Franxuin. Yes, sir. 

Mr. ZeLenko. By reason of its construction in an American yard 
we employ numbers of American laborers, do we not ? 

General FraNKuin. Yes, sir. 

Mr. ZeELENKO. We purchase from American industries. 

General FRANKLIN. Yes, sir. 

Mr. ZeteENKO. And I assume, and I think we can all assume, that 
all of those people through their earnings one way or another pay 
an income tax, which is money that comes back to the Government. 

General Franxurn. Exactly. 

Mr. ZetENKO. I assume that is what you meant to indicate when 
you mentioned that your statement before the National . Defense 
‘Association contained figures in that direction. 

General FRANKLIN. Yes, sir. 

Mr. ZELENKO. That isin construction. 

Now, in operation you said before, that this vessel loads its fuel 
oil in the port of New York, which means purchase of oil in the 
States. 

General FRANKLIN. Yes, sir. 

Mr. Zetenxo. And going down the line again, tax return to the 
Government one way or another, American employment in the sup- 
plying of that fuel oil? 

General Franxuin. Yes, sir. 

Mr. ZeELENKO. You also use an American crew on the ship to oper- 
ate it? 

General FRaNKLIN. Yes, sir. 

Mr. ZetenKo. The difference between the crew, let’s say, of the 
old America and the new United States would be approximately 
four-hundred-odd men, would it not? 

General Franxuin. That is exactly right. 
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Mr. ZetenKo. So that we would have on this vessel an additional 
400 American seamen belonging to American unions, and you have 
had satisfactory service from them? 

General Franxurn. Yes, sir. 

Mr, ZetenKxo. Who would collect wages for themselves from which 
in turn they would pay income tax? 

General Franxuin. Right. 

Mr. ZetenKo. All of them live in the States, do they not ? 

General Franxuin. Yes, sir. 

Mr. ZeteNKo. And they spend their money in the States, don’t they ? 

General Franxuin. Yes, sir. 

Mr. ZeteNnKo. So that I think we can all agree then that this is a 
substantial monetary return in our economy; is it not? 

General Franxu1n. I think so. 

Mr. ZELENKO. A great many of your supplies, I assume, are bought 
in the States. 

General Franxuirm. Allofthem. You can’t say all. Say 95 percent. 

Mr. ZeLENKO. I would assume that some of your supplies would 
have to be bought abroad in case of necessity, some small percentage? 

General Franxuin. Very small percentage. Fresh vegetables and 
a few items like that. 

Mr. Zetenxo. Ninety-five percent of your supplies are bought in 
the States, and without belaboring the point again that all goes back 
into the American economy in employment, in taxes, and in business, 
does it not? 

General Franxuin. Yes, sir. 

Mr. Zetenxo. That of course is not true of the foreign lines who 
do most of their purchasing back home? 

General Franxurn. Exactly. 

Mr. ZetENKO. This ship, we concede is a necessity in time of de- 
fense. Were we to go into a conflict tomorrow we could not have 
such a ship available regardless of how much we wanted to spend 
for it. We couldn’t build her overnight, could we? 

General Franxkxir. No, sir. 

Mr. ZeLtENKO. We couldn’t now transport large numbers of troops, 
supplies or put a vessel into service which is as adaptable as the liner 
United States both in the North Atlantic and in warmer climates; tak- 
ing into consideration that the United States has airconditioning and 
other necessary equipment ? 

General Franxurn. That is right. 

Mr. Ze.enxo. Let us suppose it was a necessity from a defense 
standpoint to build such a vessel, let us say by the Navy, to have it 
available. It would cost $128 million or more or less, but it would, 
in any event, be over $100 million ? 

General Franky. Yes, sir. 

Mr. Zetenko. To have it ready in case of war. We have most of our 
carriers and our submarines ready in case of war, don’t we? 

General Frankurn. Yes, sir. 

Mr. ZeLeENKO. We are not using them now, but we want them when 
we need them. Let us assume—and I think it is a proper assumption 
from what we have heard here—that a ship such as the United States 
is a necessity in war. 
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Now, if the Navy built it and operated it, or let’s say our military, 
it would bring no monetary return would it ? 

General Franxutn. That is a very good point, and the answer 1s 
“No.” . 

Mr. ZeLenxo. In peace time, the salaries, the supplies, the cost of 
maintaining a Navy crew on board that ship would be millions spent 
with no monetary tangible return. It would be in the nature of hold- 
ing, as standby; is that right ? 

General Franxiin. That is right. 

Mr. ZeLeNKo. What I am trying to prove sir, is that by your oper- 
ating this defense ship in passenger service during peace time, the 
Government would be getting great benefit in commerce, taxes, and 
prestige, which would not be the case if the ship were in the military? 

In other words, it would mitigate the cost to this country, wouldn't 
it? 

General Franxutn. I think you put that very well. I agree. 

Mr. ZetenxKo. I am trying to put it in such way that I can explain 
to my constituents why it 1s necessary to spend $80 million at this 
time. 

Coming down to one more feature, you folks said that the most 
that you could spend or advance either by mortgage or otherwise to 
this vessel would be $47 million, and without asking you to put the 
figures in at this time I assume that you have certain tables, and 
certain averages, and certain figures, let’s say, over the last 5 years, 
revenue, depreciation costs, that you could have available perhaps 


to put into the record to show upon what basis you arrive at the $47 
million; have you not? 


General FRANKLIN. Yes, sir; right here. 

Mr. ZetenKko. With the chairman’s permission, may I ask that that 
table be put into the record, the basis for the $47 million bid. I think 
it would be too long and too complicated to have it read at this time. 


The Cuarrman., I think that would be worthwhile. That will sub- 
stantiate your figure of $47 million. 

General Franxurn. That is right, sir. 

The Cuarrman. Put it in the record; yes. 
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(The material to be supplied follows :) 
UNITED STATES LINES Co. 


Steamship “United States” and new passenger vessel costing $47,000,000—esti- 
mated operating results, 54% years of operation, June 1952 to December 1957 
based on result of steamship “United States” during this period 


Average (514 years) 











United States New vessel Total 
wo a ee $19, 567, 811. 34 | $19, 567, 811.34 $39, 135, 622. 68 
Voyage expense._-_-....-- i 18, 664, 411. i4 18, 664, 411.14 37, 328, 822. 28 
903, 400. 20 908, 400. 20 1, 806, 800. 40 
Operating-differential subsidy - 6, 187, 287. 83 6, 187, 287. 83 12, 374, 575. 66 
Allocation, various income items 448, 258. 29 448, 258. 29 896, 516. 58 
Total income - - . 7, 538, 946, 32 7, 538, 946. 32 15, 077, 892. 64 
Layup expenses...._____-- 39, 189. 27 | , 189. 27 | 78, 378. 54 
General administrative expense 1, 676, 956. 67 1, 676, 956. 67 3, 353, 913. 34 
Advertising ___- . 465, 619. 16 | 45, 619. 16 931, 238. 32 
Interest, at 34 percent per annum 666, 234.91 | 1, 093, 551. 45 1, 759, 786, 36 
Depreciation __- 1, 614, 714. 19 2, 193, 750. 00 3, 808, 464. 19 
Allocation, various expense items 337, 201. 22 337, 201. 23 674, 402. 45 
Total expense... 4, 799, 915. 42 5, 806, 267. 78 10, 606, 183. 20 
Net result. ...--- 2, 739, 030. 90 1, 732, 678. 54 | 4, 471, 709. 44 
S: 
Federal tax___-__- 1, 424, 296. 07 | 900, 992. 84 2, 325, 288. 91 
Subsidy recapture -- - 
Net profit..... 1, 314, 734. 83 831, 685. 70 2, 146, 420. 53 
Cost of vessel. -- 
34, 967, 520. 00 47, 000, 000. 00 81, 967, 520. 00 
Percent net profit to cost_.-- é 3. 76 1.77 2. 62 


January 13, 1958. 
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Mr. Zevenxo. I think you said, sir, on your figures you could, if 
things went right, run this vessel at a return of about’ 1.77 percent 
profit ; ; is that right ? 

General FRANKLIN. Yes, sir. 

Mr. ZetenKko. Below that figure I don’t think it would be advisable 
or feasible, do you, General ? 

General FRANKLIN. No, sir. I think that is absolutely minimum. 

Mr. Zetenko. Of course, when you arrive at that figure, have you 
already taken into account the payment of a certain amount of income 
tax on the company’s profits ? 

General Franky. Yes, sir. 

Mr. ZeLtENKO. Below a figure like this it would not be feasible for 
you to run it; would it? 

General Franky. That is our opinion, Mr. Zelenko. 

Mr. ZeLeNKO. Summing up this line of questioning and your an- 
swers, General, and asking you not only as the president of the United 
States Lines, in which capacity you would have a motive in wanting 
this ship built because it is your own company, but asking you also 
as a man who has had experience in the military operation of vessels 
during World War II and as a citizen outside of your company’s own 
interest, do you think that the spending of the $80 million for this 
vessel at this time by this Government would provide not only a 
defense necessity but would also mitigate the cost so that it really 
doesn’t amount to $80 million ? 

I don’t know whether I have expressed it right, but I would like 
you to give me a picture from all of your experience and your ca- 
pacity as a military man, as the operator of this line, and as a citizen 
to help me explain to my constituents briefly why this is worth $80 
million. 

General Franxutn. I think the expenditure would be fully justified, 
sir, from a military point of view or national defense point of view. 

Mr. ZeLenko. That is the primary and controlling reason, I think, 
that we should all be concerned with. 

General Franky. That is my opinion. 

Mr. ZeLENKO. Not only do we get the advantage of a defense instru- 
ment here, but we do get some monetary return to our economy, to our 
tax structure, and to the general well-being of the American people; 
is that right ? 

General Franxkuin. Yes, sir. 

Mr. Zetenko. And in a small way it enhances the prestige of the 
United States in other ports of the world to see a ship of this size 
flying the American flag; does it not ? 

General FranxKuin. It cert: vinly does. 

Mr. Zelenko, I think you have covered it very ably, but in addition 
you have taxes and recapture that come back. 

Mr. ZeLtenko. I thank youso much, General. 

I have no further questions. 

The Cuatmman,. Mr. Mailliard. 

Mr. Mariitarp. A couple of questions, General Franklin, occurred 
to me during your discussion. 

In your statement, if I remember the figures, you anticipate less 
earnings by the new ship than your experience has been with the 
United States. Why is that? 
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Colonel Hicks. Depreciation on a cost of $47 million instead of $35 
million and additional interest on a larger loan. That is the only 
difference. 

Mr. Maiturarp. In other words, the operating experience, you are 
assuming— 

Colonel Hicks. Is identical. The only difference is you can have 
a larger mortgage on which you have to pay interest and your de- 
preciation is on $47 million instead of $35 million. That is the only 
difference between the operation of the two ships. 

Mr. Mariurarp. The other question that has me a little confused is 
you made the statement in response to the questioning of the chairman 
that after your discussions with Maritime and receiving bids for the 
construction of a new ship you came to the conclusion that you could 
not build it under the provisions of the 1936 act. 

General FRANKLIN. That is right, sir. 

Mr. Maiiui1arp. I would like to find out in a little more detail just 
exactly why, because Mr. Allen brought out that there are a eee 
many features in this ship which are national defense. Uncle Sam 
picks up the check for those, doesn’t he? 

General FRANKLIN. Yes, sir. 

Mr. Matuiarp. Theoretically the construction subsidy should 
equalize your foreign cost against your United States cost. You made 
the statement that you thought you could build this ship abroad for 
the $47 million. If so, the 1936 act ought to be comprehensive enough 
to build it. 

General Frankutn. Mr. Mailliard, as I told you, it is completely 
an estimate on my part. You might get a great deal of difference of 
opinion as to what price you could build this ship abroad for, but my 
statement—and this is very important—was that you could build a 
ship less the defense features, in my opinion, for about $47 million 
abroad. 

That is a great difference. 

Mr. Marutrarp. Since Uncle Sam is picking up the defense features 
and the construction-differential subsidy is supposed to equalize be- 
tween foreign and American costs, I don’t see why the 1936 act 
wouldn’t yield it. 

Mr. ALLEN. Will you yield there? 

Mr. Mariurarp. Yes, sir. 

Mr. Auten. Isn't there a provision in the law that the subsidy on 
the nondefense part of the ship may not exceed 50 percent of the 
cost ? 

General Franxurn. That is true; but, to go back to Mr. Mailliard’s 
question, all I can say in answer to that is—I understand you are go- 
ing to have Mr. Morse as a w itness—that we were un: able to come to 
an agreement which would result in the ship being sold to the United 
States Lines for $47 million, which is all the United States Lines, as 
I have tried to demonstrate this morning, is justified in paying for 
this ship. 

The finding would have to be made that the defense features were 
such, plus the subsidy, that it would result in the sale to the United 
States Lines for $47 million. 

We were unable to reach that conclusion with the Federal Maritime 
Bureau. 
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Mr. Auxen. We certainly will ask Mr, Morse this question also; but, 
from your point of view I would like to know why you think the 
agreement couldn’t be reached, because theoretically it should be 
reached if the statements that have been made so far are correct and 
theoretically it ought to be built under the 1936 act. 

General Franxur. I think you are right about that. 

One feature is this: the defense features of the ship. The question 
of speed is the main defense feature. There is in addition the evapo- 

rator capacity, the air conditioning, et cetera. 

Mr. Aten. Your supply plant isa feature; is it not? 

General Franxiin. Your two enginerooms is a very good point as 
a defense feature, but the main defense feature is the speed. As you 
know, the ship did 3 3514 knots on her first voyage and she wasn’t turn- 
ing up a full number of revolutions at that time. We have been work- 
ing the ship at 145 revolutions and she has averaged between light- 
houses 30.7 knots. We have maintained that 281% is all we need to 
make it a 2-weekly turn. 

The Federal Maritime Bureau has taken the position, as I under- 
stand it—I am sure they have—that they have to base the speed on 
30.7 knots, for what we aad a commercial ship versus the steamship 
United States. We didn’t agree with them on that. It would greatly 
reduce the allowance for national defense. 

I did not agree with Mr. Morse on that, and I told him. Of course 
I have a tremendous regard for Mr. Morse and he certainly has the 
right to his opinion, and ¢ also the committee; but we could not come to 
a conclusion on these matters which would result in the ship being 
built and sold to us for what we thought we could pay for it, namely, 
$47 million. 

Mr. Auuen. Are there any other items? Is this discrepancy be- 
tween 28 and 30.7 the value of that additional speed? Was that the 
only point ? 

General FRANKLIN. That is what is the most important one, much 
the most important. That makes a difference of a two-wheel ship and 
a ship with four wheels. 

Mr. Auten. That is all. 

General Frankran. Mr. Chairman, if I may, there is one very brief 
statement that I think might be a good thing for you gentlemen to be 
familiar with. Somebody may bring up the question of air taking 
away all the business from the ships. "These are the facts. 

During 1956, 1,800,000 passengers were carried across the North 
Atlantic—1 million on ships, 800,000 by air. 

Nineteen hundred and fifty-seven should be about the same or a lit- 
tle higher. Whereas the lift by air has greatly increased over the 
last. few years, so has the lift by ship, although not at as high a rate. 

There has been a great many voyages of both the steamships United 
States and the America where there were many more applications 
for space than we could accommodate. The airlines are more flexible; 
the same planes used for South America, the Caribbean, and Florida 
in our winter can be used to serve the Atlantic in summer. 

A number of our important agents have advised us that they have 
to do business with our competitors because we are not able to take 
care of them in the busy season. 

A new steamship United States with 2,000 berths as opposed to an 
America with 1,000 berths would materially help this situation. 
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I wanted to bring out that a million passengers last year is more 
than the ships have ever carried before. It is more than the ships 
have carried since the war, so the ship traffic is going up. 

The Cuarrman. The committee will have to adjourn at 12 o’clock. 
We have Mr. Rivers, Mr. Pelley, and Mr, Lennon and Mr. Curtin, 
who have not yet had an opportunity to ask questions. 

Mr. Rivers. General Franklin, I admire your modesty because if 
you didn’t represent the United States Lines you could make a pretty 
good defense case here. 

General Franxuin. Thank you. 

Mr. Rivers. By the fact that you are so modest, and I admire it 
you are reluctant to say the things I would like to hear ‘you say, and 
I wish you were free to do it. Weare ina propaganda proposition. 
I was in Europe when sputnik went up. It got almost as big head- 
lines as Little Rock. Those people read, learn, and inwardly digest 
propaganda. You had pretty good publicity when you broke the 
Blue Ribbon thing, going both ways at three-quarter speed, and that 
meant an awful lot to America in the eyes of the other nations. 

Great Britain held it ever since I could remember. I have never 
traveled on a British ship. I might sometime but I shan’t so long as 
T can ride a ship like the United States. I don’t know what they pro- 
vide and I don’t know how they construct it. I don’t know whether 
they have the ability in defense features. I don’t know and I am not 
concerned with it. 

However, I do know what is in your ship. For 17 years I have 
served on a military committee, the Naval Affairs, and now the Armed 
Services, along with my friend Mr. Miller, so I know a little some- 
thing about the Navy. 

I know we are building a nuclear carrier which T understand will 
cost over $300 million. That is a defensive proposition. I am in- 
clined to think, knowing what the bottom of a ship is, like our nuclear 

ships, where you have to have a big belly on them—you could prob- 
ably put this in without the bugs in it because you have the overall 
design to start with. Of course your center of gravity may be dif- 
ferently located because of the many features in that heavy capsule 
and so forth, but I am inclined to think that you could do that. 

However, that is neither here nor there. I think this is a defensive 
proposition and I don’t know of any company that could better oper- 
ate on the east coast. I think our friend Mr. Killion could operate 
2 on the west coast and not 1; I think he ought to have 2. We have 
over 500,000 people in Europe now, well over 350,000 military. 

Mr. Mirtter. Would the gentleman yield there a minute? 

Mr. Rivers. Yes. 

Mr. Mitier. We would have to bring those people back immediately 
too. 

Mr. Rivers. That is my point. Some of them will want to come 
home. I know if I were over there I would want to come home. 
We have well over 70,000 people in Great Britain. We have the only 
Air Force in Great Britain. There is but one Air Force in Great 
Britain. That is our Air Force. 

Logistically they have to be supplied, and the same thing goes on 
oo Continent. We have well over 300,000 military people along with 
their dependents and God knows how many State Department people. 
I don’t know. 
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In addition to that, we are trying to train every Hottentot fron: 
Tokyo and Timbuctoo how to compete with the American people 
under the Marshall plan or whatever you want to call it. 

We could take just two countries, Yugoslavia and Poland, and 
maybe Mr. Nasser’s country, that we have obligated ourselves to, and 
build this ship and save that money for 1 year “under the foreign-aid 
proposition. Here is the thing I am coming to: Why is it that ow 
Government officials—and I am not saying “Clarence Morse or any- 
body—are reluctant to make a decision in behalf of the United St: ites? 

I just don’t understand it. They ought to make a decisien on this 
thing. So far as I am concerned, I have heard enough testimony. 

General Franxuin. I am glad to hear that, sir. 

Mr. Rivers. I know the Navy put $40 million on a ship and I know 
what is in it. We have seen the plans. We have talked to Admiral 
Mumma. We talked to Adm. Earl Mills, and Ned Cochrane, and 
all of them whom you know, and I know what the value of this ship 
is to our country and merchant marine. I think it is a defensive item 
and we ought to build it and quit quibbling about the little ove: 
$47 million. 

I am not going to give it all to you right now, but I think we ought 
to supply the remainder and make it a militarily designed ship with 
these capabilities of the military potential, with all the reinforced 
decks and maybe you would have to have some for helicopters. I 
don’t know. 

However, I know a military ship has to have many features, as 
all of these gentlemen have said more eloquently than I can. With 
this ship I would do like General Forrest, get there “firstest with the 
mostest.” That is true and I think the keel of this ship should be 
laid down immediately because if the balloon would go up we would 
pay our weight in gold for a reserve seat when you can’t get them. 
Anybody would do that. That is human nature. 

I would cross a bridge with the devil to get on the other side. That 
is my position. I think that you need it. Then I want to say some- 
thing about your line. 

I have traveled on this ship three times and every place I have been 
in Europe you have had fine representatives in your office making 
friends for the the American-flag lines, and I venture the same thing 
happens with Mr. Killion’s organization, and the American EF xport,, 
and the remainder of them. 

I don’t question that. However, we need this ship t I have seen 
enough figures. I have talked with these Navy people. I don’t know 
what their position is, but we are going to pretty soon find out. We 
will have them in this room and they will either say yes or no, and 
when we get around to the question of need, I think if the shackles 
were off the Navy they would recommend this thing and I wouldn’t 
be surprised that they would recommend a nuclear. As far as I am 
concerned, I think you ought to have it and I think you are a qualified 
company to run it. 
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General Franxurn. Thank you very much, Mr. Rivers. 

Mr. Rivers. That is all, Mr. Chairman. 

The Cyaan. General, you are going to have to come back to- 
morrow morning. Circumstances make it necessary that I adjourn 
the committee now and tomorrow morning we will begin with Mr. 
Pelley and then Mr. Lennon. I hate to bother you, sir, but the coun- 
sel of course also has some questions and there might ‘be some other 
questions in the morning. 

The committee will stand adjourned until 10 o’clock tomorrow 
morning. 

(Whereupon, at 11:55 a. m. the committee was adjourned, to re- 
convene at 10 a. m. Wednesday, February 5, 1958.) 
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WEDNESDAY, FEBRUARY 5, 1958 


Hovusr oF REPRESENTATIVES, 
CoMMITTEE ON MercHANT MARINE AND FISHERIES, 
Washington, D.C. 


The committee met, pursuant to recess, at 10 a. m., room 219, Old 
House Office Building, Hon. Herbert C. Bonner, chairman of the 
committee, presiding. 


STATEMENT OF MAJ. GEN. JOHN M. FRANKLIN, PRESIDENT, AC- 
COMPANIED BY RAYMOND HICKS, EXECUTIVE VICE PRESIDENT, 
AND C. D. GIBBONS, VICE PRESIDENT AND TREASURER, UNITED 
STATES LINES CO.—Resumed 


The Cuarrman. The committee will come to order. 

I would like to correct the record so that it will show that the Gen- 
eral Accounting Office did send a report on this bill on September 
4. That was the only Government agency that had reported in ac- 
cordance with the original request. 

This week we have received reports from the Secretary of Com- 
merce, dated February 4, and the Navy, dated February 3. 

Mr. Aten. I think it was stated yesterday that the Maritime Ad- 
ministration had not responded, but I understand from another source 
that no inquiry has been made of them. 

The Cuarrman. In all probability, I made the statement too broad 
to include the Maritime Administration with the Department of Com- 
merce. 

Mr. Atten. Commerce did not respond. 

The Cuamman. They have a report now. 

Mr. Zetenko. Mr. Chairman, may I ask General Franklin just one 
more question, when the opportunity presents itself? I know you 
were just going to conclude with two other gentlemen, but, when 
the opportunity presents itself, I would like to ask him a question. 

The Cuarrman. Oh, yes. 

Mr. Pelly. 

Mr. Petty. General Franklin, I think it would be fair to say, would 
it not, that your testimony, in essence, yesterday posed the question as 
to whether or not the Government wanted to construct a sister ship to 
the United States for emergency purposes and, if so, whether they 
were willing to subsidize it to the tune of $80 million? Would that 
be a fair question ? 2 

General Frankuin. Yes. 
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Mr. Petry. If that were true, you would be prepared to operate 
it ¢ 

General Franxkuin. Oh, yes, sir. 

Mr. Petxiy. Did you put in the record the age of the America? 

General Franxuin. I don’t remember. 

Mr. Giesons. You said it would be 20 years old in 1960. 

General Franxuin. The answer, however, to that question, is that 
the ship was documented in 1940, She w ould be 20 years of age in 
1960. 

Mr. Petty. The figures you gave for a subsidy on the operation of 
the steamship U nited States was six million six, was it? And, on the 
America, $4 million a year, for last year. 

General Franxurn. The operating-differential subsidy; yes, sir. 

Mr. Gispons. On the United States, $6,630,908, and on the Amer- 
ica in 1957, $4,319,999. 

Mr. Petty. Could you give for the record the amount of deprecia- 
tion in each case? 

Mr. Gispons. Yes, sir. The America depreciation included in the 
statement was $596,993.83 a year, and the United States was $1,674,- 
009.52 

Mr. Petry. In essence, I would gather, then, that, if the America 
were operated after 1960, you Ww ould be relieved of a claim as against 
operating expenses of $596,000. 

Mr. Gisgons. That is correct, sir. 

Mr. Petty. Could you give a statement as to whether there would 
be benefits in operating expenses if there were a sister ship to the 
steamship United States, so that the speed of the two vessels would 
be approximately the same? 

Would there be any benefits from the fact that both ships were sister 
ships, and is the America slower ? 

General Franxuin. Yes, sir. 

Mr. Petiy. Therefore, does that slow down the schedule of the 
number of trips per year? 

General Franky. You are exactly right, Mr. Pelly. The Amer- 
ica turns in 3 weeks and the States turns in 2 weeks. 

Mr. Petry. In other words, there would be tremendous benefit, 
then, if you could have two ships operating on the same turnaround 
basis ? 

General Frankuin. There would be. 

Mr. Petry. That, then, should reduce the subsidy that the Federal 
Government would pay toward the operation of the steamship United 
States, would it not? 

General Franxirn. No, sir. Mr. Pelly, the subsidy on all the ships 
is on the same basis; namely, it is an equalization of the crews’ wages. 

Mr. Petty. Ona yearly basis, are they ? 

General Franxuin. It is by voyage, sir. 

Mr. Petry. Will you not have more voyages? 

General FRANKLIN. Yes, sir. 

Mr. Petty. Then, actually, it might increase ? 

General Franxuin. Yes, sir. 

Mr. Petiy. However , the revenue would actually increase because 
of more voyages, and there would be more rec apture, would there not ? 

General Franxuin. Yes, sir; you are exactly right; more recapture 
and more taxes. 
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Mr. Petty. Would you give us a statement as to whether the actual 
recapture would exceed the amount of additional subsidy required ? 

Mr. Gissons. Weare planning to file with the committee, Mr. Pelly, 
a statement which shows the operating results of the United States, 
and the operating results of the U/nited States and a sister ship, assum- 
ing the cost of the sister ship was $47 million. I think those statements 
will disclose the figures that you want. I haven’t quite worked it out 
in the detail that you ask the question, but we will furnish that infor- 
mation when we furnish the statements. 

(The information is as follows :) 

It is estimated that operation of the steamship United States and a sister ship 
(costing $47 million) would increase operating-differential subsidy payments by 
$2,057,130 per annum, compared with the subsidy payments on the combined 
operations of the steamship United States and the steamship America. How- 
ever, estimated Federal income taxes and subsidy recapture would also increase 
by $1,381,610, which, if considered as an offset to the additional operating- 
differential subsidy payments, reduces the $2,057,130 increase to $675,520 per 
annum. 

Mr. Petry. It certainly seems very apparent that to have two ships 
operating on the same turnaround basis would be a very much more 
efficient operation than having one that runs at one speed and one at 
another. 

General Franxuin. That is exactly right, Mr. Pelly. 

Mr. Petuiy. I think it is fair to state that the emergency or mobili- 
zation base aspects can better be covered maybe by the Navy, but I do 
recall in the past that we were told that there was a need for addi- 
tional passenger ships. 

Do you remember that testimony ? 

General Franxuin. Yes, sir; and that is the fact. I think I said 
yesterday that we are handicapped right now because we don’t have 
enough space to offer the agent, and 75 percent of the business comes 
through agents in the heavy season. 

Mr. Petry. I think the matter came up in connection with the sub- 
ject of building more passenger ships that they would be classified as 
2 special-purpose ship and, as such, because of our need of them, you 
would actually get a hundred percent mortgage under the then law. 

General Frankutn. Yes, sir. 

Mr. Petuy. I think that is all. Thank you, Mr. Chairman. 

The Cuatrman. Mr. Zelenko. 

Mr. ZetenKo. Yesterday, General Franklin, you told us that before 
the National Defense Association you had submitted or spoken about 
‘ertain statistics showing the value or the benefit to the American 
economy of building and operating American vessels. 

Do you remember telling us that? 

General Franxuin. Yes, sir. 

Mr. Zetenko. With the permission of the chairman, I think it 
might be helpful for our hearings if we possibly could put into the 
record the figures and statistics that the general submitted before that 
association. 

The Cuarrman. I think the statement the General referred to yes- 
terday was directed to be put in the record. 

Mr. Gresons. It has been distributed to you gentlemen and put in 
the record. 

Mr. Zerenxo. Thank you. 
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Another question. Yesterday, I think, your figures indicated, 


General, that on the basis of the past 5 or 51% years’ operation of the t 

United States, you figured that there would be a profit or return to 

your company ‘of about 1.77 percent. Is that about right ? I 
Mr. Grsrons. That is on the new ship. 


Mr. ZevtenKo. On the new ship. 


Mr. Grepons. Yes, sir. 1 

Mr. ZetenKo. Of course, you base your statistics and your figures Y 
on a period in which we have had peak travel. 

I would like to ask you what would happen if in the next 5 years, t 
‘with a new United States vessel, business off by as much as 5 I 
percent, you would not be able to get even that return on your own f 
capital, would you? 

General Franxun. I think that is a correct statement, Mr. Zelenko. ( 

Mr. ZetenKo. So that, reviewing the situation, you, being a pro- ! 
ponent for this new vessel, and in ‘effect for your own company, are 
not asking for something which would give your company a giveaway 
or a tremendous amount of profit. 

It amounts to a calculated risk or a gamble by your company to 
undertake this thing; does it not ? : 


General Franxutn. It certainly does, sir. | 
Mr. Zetenko. The reason I asked this question was I was reading : 
reports today in a New York newspaper of your testimony yesterday 
and it was headlined by the fact that you are asking the Government , 
to give something to your company, and people might get the impres- | 
sion that you are asking something that would be of a tremendous 
profit, which is not so, is it? 
General Frankuitn. That is not so; no, sir. 
Mr. ZELENKO. One more question. 
Do you feel, General, even if your own company were not given the 
benefit of this $80 million advance, that such a ship as a new United 
States is an absolute necessity for the defense of this country and for 
its commerce? 
General Franxuin. I think it is a very important defense item. 
Mr. Zecenxo. And even if your own company were not to procure 
the benefit of any proposed legislation you would, siovide eabens: go 
along with it? 
General FranKiIn. Yes, sir. 
Mr. Zetenxo. I thank you. 
Thank you, Mr. Chairman. 
The Cuarrman. Mr. Dellay. 
Mr. Dettay. No questions. 
The CHarrman. Mr. Glenn? 
Mr. Grenn. No, thank you. 
The CHarrman. The counsel for the committee has a few questions. 
Mr. Joun M. Drewry (chief counsel). General, I would like to 
come back to the point which was raised by Mr. Mailliard and Mr. 
Allen yesterday. 
Could you state for the record whether or not you tried to reach 
an agreement with the Federal Maritime Board to build a sister ship 
to the United States under the provisions of the 1936 act? 
General Franxrin. We did, sir. 
Mr. Drewry. What was the result of that effort ? 
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General FranKuiiIn. We were not able to come to any agreement 
that was satisfactory to both parties. 

If I may, Mr. Drewry, I think that is a very important question and 
I would like to make a brief statement. on the subject. 

Mr. Drewry. All right, sir. 

General FranKuin. It is. The steamship United \tates cost approx- 
imately $80 million. The national defense allowance was approxi- 
mately $25 million. 

After the construction differential subsidy the ship was sold to 
the United States Lines for $31 million. That was considered to 
be the foreign price of the ship, of course, less national defense 
features. 

It is perfectly true that that sale was criticized by the C omptroller 
General and the United States Lines was forced to put up $4 million 
more, although we had a firm contract. 

Our only alternative would have been to have gone into a lawsuit 
with the Government, which we, of course, wanted ‘to avoid. 

If the Federal Maritime Administration made the same finding 
as regards this new ship we are discussing in connection with the 
national defense and used the same percentage that was used of na- 
tional defense features as against the overall cost of the ship, it 
would result in approximately $44 million as a national defense item. 

If 45 percent construction differential subsidy was used the ship 
could be sold to the United States Lines for $47 million. The proper 
amount of the national defense is a matter of opinion. 

All the facts are gotten together by the Federal Maritime Adminis- 
tration in a very conscientious way and then it is decided what in their 
best judgment they can allow as national defense. 

In this case the Federal Maritime Administration was unable to 
find that amount of national defense allowance in this new ship; 
namely, $44 million. 

We have no quarrel with their views. It is a matter of opinion. 

Therefore, if a sister ship to the United States, the kind of ship 
we are discussing here and the kind of ship that we think is vital, 
or certainly tremendously important for national defense, is to 
be built. and sold to the United States Lines for $47 million, 
which in my opinion is all the United States Lines Co. could afford 
to pay for it, it will have to be through the medium of this bill that 
is before us, and I certainly hope the bill can be passed. 

Mr. Drewry. You have stated that the $47 million is the ec onomic 
breaking point which you have determined on the basis of comparison 
with the operation of the United States and, therefore, you feel that 
you cannot go any higher than $47 million. 

Would it be fair to inter pret your remarks to mean that as far 
as this bill and the fixed price, the $47 million, are concerned, you 
want to avoid difficulties of the nature that you encountered the last 
time by having the issue resolved right now? 

General Franxuin. Yes, sir. 

Mr. Drewry. I wonder if you could tell us, and if you would tell 
us, wherein this discussion of the matters of opinion you and the 
Maritime Board differ as to what constitutes national defense 
features ? 
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General Franxuin. Mr. Drewry, there are several items, but I 
would think that the main difference of opinion and the one that 
represents the largest amount of money is the question of speed. 

Mr. Drewry. When you spoke yesterday about being able to build 
this ship or a sister ship to the United States—I forget exactly your 
words—for $47 million elsewhere, abroad, were you thinking in terms 
of, say, a 2814-knot ship, a 2614-knot ship, or a 3014-knot ship? 

General Frankuin. I was thinking in terms of the ship that Gibbs 
& Cox designed, roughly, it is true, and got a bid from Newport News 
on such ship, which was a ship that could turn in 2 weeks. 

The ship was a ship that could average 2814 knots, which meant 
she could steam top 30 knots and had 2 wheels, a twin-screw ship. 

It was determined in the case of the negotiations which resulted in 
the building of the Steamship United States that such a ship was 
what they call the usual ship and such a ship could be built foreign, 
as I remember the figure, for about $28 million. 

It is that ship I was talking about when Mr. Mailliard asked me 
yesterday if a ship could be built for $47 million abroad. 

I think that ship could be built for $47 million abroad, but I can’t 
prove that and I don’t think anybody else can. 

Mr. Drewry. Then a 4-wheel ship cruising at 3014 knots would 
cost more than a 2-wheel ship cruising at 2814 knots with a top of 30 
knots ? 

General FrankKuin. Yes, sir; of course she would. 

Mr. Drewry. Would it be substantial ? 

General Franxurn. The overhead on the ship is much greater, as 
was brought out yesterday, the steamship United States has two en- 
gine rooms so she could take a torpedo in one engineroom and still 
steam away at 30 knots. 

Mr. Drewry. What about the construction cost ? 

General Frankuin. The construction cost of the four-wheel ship is 
a os deal higher. 

Mr. Drewry. You have qualified your statement to the extent of 
showing that you were thinking in terms of a 2814 knot ship with 2 
wheels yesterday ? 

General Frankuin. Yes, sir. Maybe I answered the question badly 
yesterday, but what I think I said was that a ship could be built 
abroad with the same hull lines and the same passenger capacity of 
the United States without the national defense features, and the ad- 
ditional speed is certainly the main national defense feature. 

Mr. Drewry. One of the things in my thinking in asking this par- 
ticular question is, I have heard it said that no one would build a 
supership of this sort anywhere in the world solely as an economic 
venture with an expected profit return without Government aid, ir- 
respective of the question of national defense features. 

We have as examples perhaps—and I do not know—the Queens, the 
new French ship, the big Italian ships, and I wonder if you have any 
comment on that, knowing the background of the transatlantic pas- 
senger service as you do. 

General Franxuin. Let us discuss the Queens first. 

The British, of course, are a great seafaring nation and they lay 
great store by their prestige at sea. The Cunard Line had to have 
Government aid. They keep those things very quiet in England, but 
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they had to have Government aid, I know, to finish the Queen Mary 
and to start the Hlizabeth. 

Whether or not they have paid off the aid now, or not, I do not 
know, but there isn’t the slightest doubt in my mind they would not 
have gone to those big, fast ships had not both the Bremen and the 
Rew and the V ormandy taken the blue ribbon away from the British: 
that is, the ribbon that they are supposed to give for the fastest trans- 
atlantic voyage. 

There isn’t the ee doubt in my mind that the British went 
ahead with those big, fast ships to some extent because of prestige 
and to a lesser degree, or to a degree, because they earned dollars and 
paid off in pounds. 

Mr. Drewry. What about the French ? 

General Franxurn. I think the same is true with the French. In 
connection with their new ship 

Mr. Drewry. From your observation would you feel that that pres- 
tige factor, or maybe sputnik factor, has a value, an intangible value, 
perhaps, but nevertheless a substantial tangible value, to the United 
States ? 

General Franxuin. I do. I do not mind saying that when I dis- 
cussed this matter with the board of directors of the United States 
Lines, who are patriotic Americans, they authorized me to come down 
here and make this commitment and certainly nobody can say that in 
light of the figures on the steamship United States they are ‘doing it 
to make money, because we would receive that same money in some- 
thing that would look like it could give us a better return. Although 
we have no obligation to replace the America, I think the United 
States Lines has a duty to come up with a new big ship if we can. 

Mr. Drewry. Just one more question. 

The committee has asked Mr. William Francis Gibbs to appear to 
advise us on the technological aspects of the ship, and perhaps he will 
go into it in more detail, but I would like to bring up this point to 
you: 

Yesterday the question of the application of atomic energy was 
discussed to some extent and bearing in mind that the steamship 
United States was designed 10 years ago, would you comment on 
its desirability ? 

General Franxurn. The engineering on the steamship United 
States was finished in 1949. 

Mr. Drewry. We are interested in seeing that the merchant marine 
be kept just as far in advance as it possibly can be. 

In addition to the question of atomic power were there contem- 
plated in the replacement ship improvements of any kind based on 
lessons that have been learned with the United States from experience 
or new concepts which have developed in the meantime, or is it going 
to be just a Chinese copy of the present ship ? 

General Franxurn. I would think the answer to that, Mr. Drewry, 
is that there are no fundamental changes. I don’t know how much 
of it was brilliance or how much of it was luck, but the hull lines of 
the steamship United States look like they are very good the way she 
goes through weather. 

That ship can go into force 4 wind at 30 knots. I am not in favor 
of changing her hull lines. 
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Mr. Drewry. You said no fundamental changes. Are there other 
changes or advances? 

For instance, have there been experiences with passenger demands 
that result in some modifications ? 

General Franky. Yes, sir; but they are minor. We have a lot of 
trouble with that silly little restaurant. I wish we had never put it 
on. I think we have to put a larger restaurant on the ship. 

I think maybe there should be more soundproofing, particularly in 
first-class, between staterooms. 

I am inclined to think it would be a good thing to put these anti- 
rolling fins on the ship because all the new ships seem to have them. 

I think the ship has a very good sea roll, but I do think it would be 
a good thing to put these antirolling fins on it, as a stabilizer. 

They put them on the Elizabeth. 

Mr. Drewry. Therefore, there are no fundamental changes believed 
to be necessary ? 

General Franku1n. I don’t think so. 

Mr. Drewry. In various other categories you are contemplating 
sufficient changes to meet, say, recent developments in travel habits, 
or things such as stabilizers. While they are but minor, you are think- 
ing ahead? That is my point. 

General Franxurn. Yes, sir. I remember Admiral Mumma, Chief 
of the Bureau of Ships, testified right here that the Navy couldn’t 
come up with any fundamental improvement in hull lines or ma- 
chinery. You will have to ask Mr. Gibbs this question, but I am quite 
sure that if he could have come up with some fundamental improve- 
ment he would have so advised us. 

We also have, of course, considered the fact that there is consid- 
erable money to be saved because we can use a lot of the building plans 
that were used in connection with the United States. 

Mr. Drewry. That is all, Mr. Chairman. 

The Cuarrman. Mr. Tollefson. 

Mr. Totierson. General Franklin, in connection with the construc- 
tion differential subsidy, I think there is considerable misunderstand- 
ing and misconception about it. 

Fundamentally, the construction subsidy is not primarily for the 
purpose of assisting the ship operator, but 1t is primarily to make sure 
that we have American shipyards; is that not true ? 

General Franxuin. Of course, Mr. Tollefson, you know more about 
this than I do, but there are two subsidies: (1) the construction differ- 
ential subsidy, and if you didn’t have the construction differential 
subsidy in my opinion there would be no passenger or cargo ships built 
in American yards. 

There might be some tankers, but there wouldn’t be any passenger 
or cargo ships in American yards. 

Mr. Totierson. Under the law you are compelled to build your 
ships in American yards, are you not ? 

naga) Frankuin. That is right, sir. 

Mr. Totierson. World War I and World War II pointed up the 
absolute necessity of having available shipbuilding facilities and ship- 
building skills in the event of any future major emergency and the 
construction subsidy was designed primarily to provide work for 
American shipyards so that they might be in being in the event of 
an emergency. 
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That money does not go in your pocket ? 

General Franxuin. No, sir; you are exactly right. 

Mr. Totierson. The same is true of the operating subsidy. It does 
not go in your pocket ? 

General Franxuin. No, neither one. 

Mr. Totterson. You could not hire foreign crews under the law? 

General FranKurn. No, sir. 

Mr. Totierson. You have to hire an American crew and in order 
for you to compete with foreign ships you could not afford to pay 
that wage differential out of your own pocket, could you? 

General FranKuin. We couldn’t possibly. 

Mr. Totierson. It is about four times as high as the foreign op- 

erating costs? 

General Frankuin. That is just about right, yes, Mr. Tollefson, 
and you are talking now about the British sc: sale, which is the highest 
other than ours. 

The Japanese scale is way under that. 

Mr. Touterson. I wanted primarily for the record to show that the 
construction differential subsidy was for a specific purpose envisioned 
by Congress when it passed the 1936 act. 

That is : all, Mr. Chairman. 

The Cuamman. Mr. Curtin. 

Mr. Curtin. No questions, sir. 

The Cuarrman. Mr. Garmatz. 

Mr. Garmatz. General, you spoke before about — with the 
Maritime Board and some of your differences with it. ~ You only 
mentioned one and that was with reference to speed. 

Would you want to elaborate on some of the differences between 
you and the Maritime Board? Could you go a little more into detail, 
or are they somewhat of a confidential nature ? 

General Franxkuin. No, sir; there is nothing confidential about it 
at all, Mr. Garmatz. I don’t think we had this with the Maritime 
Administration, but I remember we had a discussion about it with 
the General Accounting Office, and that may have been in the minds 
of some of the Maritime people, and that is the air conditioning right 
through the ship. 

Mr. Garmatz. This legislation may help to solve some of those 
problems. 

General FrRanKurn. Solve them all. 

Mr. Garmarz. In adding them to this particular bill? 

General Frankuin. Yes, sir; solve them all. That is why I think 
the bill is excellent, bringing it into the bill. I hope it passes. 

The Cuarrman. Mr. Miller. 

Mr. Mintzer. General, yesterday when we were talking about the 
necessity for these ships in the merchant marine we touched on the 
fact that there are in excess of 200,000 American dependents of serv- 
icemen in Europe now. If that emergency came up it would be 
necessary to repatriate them as quickly as possible because as long 
as they are over there we would have to transport food and the neces- 
sary supplies to take care of 200,000 people and, Lord knows, we 
would have a hard enough time transporting things that go to make 
for war. 

How big a job would it be to get those 200,000 people back to this 
country if we do not have additional shipping ? 
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If we had to depend on the shipping today to get them back here, 
would it pose a big problem and a burden on American shipping / 

General Franxuin. It wauld certainly pose a big problem and 
American ships would be essential because presumably the foreign- 
flag ships would be in use carrying troops or carrying supplies for 
troops. 

I would like to tell you a brief story, which will only take a minute, 
that bears out how important it is to have a ship or ships in being to 
repatriate Americans in case of a war. 

I was sent for by Mr. Davies, who was Under Secretary of State, 
in 1940, to come down here when you had the neutrality bill. I walked 
into his office and it was full of admirals and generals. 

Mr. Davies says to me, “Mr. Franklin, we want you to send the 
Washington to Bordeaux, Lisbon, and Galway and bri ing home 1,800 
stranded Americans who are short of money, short of food, and have 
to = brought home. How soon can you get the ship to sea?” 

I said, “Well, can I use that phone?” 

I picked up the phone and I got McCarthy, who was vice president 
in charge of operations, in New York. I said, “Mack, how soon can 
you assign a crew on the Washington, store the ship to go east light, 
and come home with 1,800 from Europe, and fuel it 2” 

He says, “About 48 hours.” 

I said, “Go ahead and start it.” 

The next day an admiral came into our office and sat down with the 
master and told him the course, and told him how the ship was to be lit 
up, and so on. Although they never told me, no doubt they had an 
arrangement with the Germans, of course. 

1 said to Mr. Davies, “Well, Mr. Davies, there is a law on the books 
that you can’t order an American ship into the war zone.” 

He said, “Pay no attention to that. Mr. Hull is going to write you 
a letter. President Roosevelt is going to write you a letter and tell you 
to do it.” 

I said, “Yes, sir.” 

] or our lawyer in New York and asked him to meet me when I 
got to New York and I said, “What about this?” 

“Why,” he says, “it is a $50,000 fine and 2 years in jail for anybody 
who orders an American ship into the war zone.” 

I said, “I am going to get a letter from President Roosevelt and 
Mr. Hull.” 

He says, “That won’t help you one iota.” 

I says, “What am I going to do?” 

He says, “Sail the ship.” 

The ship was in Bordeaux a week after I talked to Mr. Davies. 
There is a very good example, and those people needed help 
desperately. 

Mr. Miter. However, you were dealing with 1,800 people there and 
today we would have to deal with roughly 200,000 people to bring 
back from Europe, a problem that has never confronted us before in 
this field, and it poses a big one and would be a great burden at a time 
when all types of shipping would be in high demand; is that not true / 


General Franxurn. That is exactly right, sir. 
Mr. Mitier. You know the hue and cry that would go up in this 
country, in the event an emergency broke out, and we are not going 
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to have the warning of a neutral zone. We are not going to be neutral 
us we were in those days. 

If the next war is going to come then we are going to have to do 
all of this thing under a cloud of war and during a period of stress, 
and all the shipping would be fully utilized and all the shipping of 
our allies. 

We would still have 200,000 Americans to bring back from Europe 
and a lesser number from the Orient, and with our present capability 
you would be very hard put unless we give you new ships; is that 
correct / 

General FRaNKuIN. That is absolutely correct. 

I would hope we don’t get into another, but it is for sure if another 
war happens we will be as short of ships as we have been in two of 
them. 

Mr. Miruer. I think so, too. 

On the other hand, I do not think we should take a chance on leaving 
200,000 people in Europe for the want of spending a few million dol- 
lars to get some ships into the water. 

General Fra ane oe Yes, sir. 

Mr. Petty. Mr. Chairman, may | ask a question 

The aL Yes, sir. 

Mr. Petty. Yester fas toa Franklin, Mr. Milliard said he could 
not understand why this ship could not be constructed under the Mer- 
chant Marine Act without this special legislation. Maybe you can 
clarify this for me, because I find that by the taking of a few figures 
and trving to put them together it seems to come up with the answer 
that you could. 

You stated that the cost was $126 million. Then in turn the defense 
features, did you say, were agreed upon as $44 million ¢ 

General Frankuin. No, sir. I said this: That if you use the same 
percentage of national defense allowance that was used in the case 
of the steamship (’n/ted States, it would amount to $44 million and 
then if you use a 45-percent construction differential subsidy it would 
result in the ship being sold to the United States Lines for $47 million, 
which on that calculation would mean that the foreign price of the ship 
was $47 million. 

I said a few minutes ago that the question of the national defense 
allowance was a matter th: at had to be determined by the proper people 
in the Federal Maritime Board and also the construction differential 
subsidy had to be determined. 

It is not an exact science. People can have their views. The Fed- 
eral Maritime Board have not agreed that they can find $44 million 
in national defense features in this ship. 

Consequently, they very peop rly won't allow it and that is the 
reason it couldn't be built under the 1936 act, and that is the reason 
why I am soanxous to see this bill passed. 

In addition, as you will remember, the national defense allowance 
of $25 million in the case of the steamship United States was criticized 
by the Comptroller General and we had to eventually, although we had 
a contract, pay $4 million more or get into a long-drawn-out lawsuit. 
and we didn't want to dothat, with the Government. 

I don’t think Mr. Mailliard was here when I put this statement in 
this morning, but you asked about the $47 million; could the ship 
be built abroad ? 
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Nobody knows until you try to get a bid, but the ship I am talking 
about, which is the ship that could be used for comparison, is the 
ship with the same hull lines, about the same capacity, with two wheels, 
ah about 100,000 horsepower as against a great deal more horsepower 
in the ship we are talking about. 

Mr. Petry. If the cost were $128 million and if the Maritime would 
agree with you that the defense features amounted to $34 million, 
and that was deducted from $128, it would leave the cost of the ship 
at $94 million, the way I figure, and if the construction subsidy 
differential were 50 percent—it normally is, as I understand it—it 
would bring it down to your figures of $47 million. 

General Franxurn. Yes, sir; but they haven’t used 50 percent. 
I think the later percentage has been 45 percent, but your statement 
is correct. 

Mr. Petty. Your figures are pretty close to the Merchant Marine 
Act, as I understand it, and it just makes you wonder by the time you 
get legislation through whether it will not be easier to negotiate and 

ret it through on the regular basis without special legislation, because 
it seems to me your figures are very, very close. 

General Franxuin. All I can say to you, sir, is we could not come 
to an agreement. 

Mr. Petty. When Mr. Morse is on the stand we will ask him a few 
questions. 

Thank you, Mr. Chairman. 

The Cuarrman. Are there any further questions? 

Thank you very much, General. 

General Frankuin. Thank you, sir, for your courtesy. 

The Cuarrman. If further development of your testimony is found 
necessary you would be available to come back later on? 

General FRANKLIN. Yes, sir. Of course, I am so interested in this 
I will come back any time you gentlemen tell me. 

There is no question about that. We will have Colonel Hicks, or 
Mr. Gibbons, or somebody from our organization attending each 
day. 7 

I will, of course, read all the testimony. 

The Cuarrman. Thank you, sir, very much. 

General Franxurn. Thank you, sir. 

The CHarrman. The next witness scheduled is Mr. George Killion, 
president of the American President Lines. 

Due to Mr. Killion’s unfortunate illness he cannot be present today, 
which the committee greatly regrets and hopes he soon will be 
thoroughly recovered. 

Mr. Killion will be represented by Col. Noah Brinson, vice presi- 
dent of the American President Lines, accompaniesd by Mr. Arthur 
B. Pool, vice president and treasurer, and Mr. George T. Paine, vice 
president (engineering), American President Lines. 
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STATEMENT OF COL. NOAH M. BRINSON, VICE PRESIDENT, AMERI- 
CAN PRESIDENT LINES; ACCOMPANIED BY ARTHUR B. POOLE, 
VICE PRESIDENT AND TREASURER; AND GEORGE T. PAINE, VICE 
PRESIDENT (ENGINEERING) 


Colonel Brinson. I would also like to introduce Mr. Warner W. 
Gardner, our Washington counsel. 

The Cuarrman. Do you desire Mr. Gardner to sit with you, sir? 

Colonel Brinson. Yes. 

The Cuarrman. Mr. Gardner may have a seat right there at the 
witness table. 

Colonel Brinson. Mr. Killion asked me to extend his sincere regrets 
and disappointment to the chairman of the committee that he could 
not be here at this very important hearing and asked me to read the 
statement and, with Mr. Poole and Mr. Paine and Mr. Gardner, be 
available for any questions. 

The CHarrman. You may proceed. 

Colonel Brinson. This is Mr. Killion’s statement, sir, which I have 
the pleasure of reading. 

I am grateful for the opportunity to discuss with you our problems 
with respect to the proposed transpacific passenger liner to be built by 
American President Lines. 

Those problems underlie the bills which are before this committee 
for seiaitocations : H. R. 9432, H. R. 9457, H. R. 9474, and H. R. 9477, 
relating to the transpacific liner, as well as the somewhat similar bills 
H. R. 9342 and H. R. 9437, relating to the transatlantic liner. 

I have with me today Mr. Arthur B. Poole, vice president and treas- 
urer, Mr. George T. Paine, vice president in charge of engineering, and 
Mr. Noah M. Brinson, vice president in charge of the Washington 
office, of American President Lines. They will be able to discuss, to the 
extent the committee deems desirable, the more technical aspects of 
our financial, engineering, and policy problems. 

American President Lines has asked for no special assistance on the 
very sizable vessel replacement program which it has carried forward 
in the 5 years since it was acquired by private owners. 

That program is the most extensive which has yet been accomplished 
by any United States operator in the postwar period. It has resulted 
in the purchase from the United States of the passenger vessels Pres?- 
dent Cleveland and President Wilson in 1954 and of the passenger 
vessel President Hoover in 1957; we have made extensive improve- 
ments and conversions of all these vessels. We have purchased 8 
Mariner-type freighters, in 1955 and 1957; 4 of these have been very 
extensively converted into the finest freighters afloat today, and the 
other 4 will be converted this year. We expect soon to enter into a 
contract for the construction of 2 improved Mariner-type vessels. The 
total cost to American President Lines of these 13 vessels, with im- 
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provements, is about $83 million. 
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I hope, therefore, that you will understand that, when American 
President Lines comes before you to say that it needs a small measure 
of assistance on its transpacific liner, it is because that assistance is 
in fact needed. 

I believe our record over the past 5 years is eloquent evidence that 
American President Lines is prepared out of its own resources to 
do all that it can to rebuild and improve the Nation’s merchant 
fleet. 

Our —_— with the transpacific liner is, in brief, that it will be 
so expensive to build that its operation will show a loss if built under 
the prevailing policy of requiring private financing of construction. 

We propose to the Congress that the vessel be built by the United 
States and sold to American President Lines as provided by section 
502 (c) of the Merchant Marine Act, 1936, with 75 percent of its 
cost to be financed by the Government at the statutory interest rate 
of 314 percent. 

A, THE NEED FOR THE VESSEL 


There is no issue as to the very large need for this superline in the 
Pacific. American President Lines, the Federal Maritime Board and 
the defense and budgetary officials of the Government stand so far 
as I have been advised in complete agreement. Yet it may be helpful 
to the committee if I were summarily to indicate the background of 
the transpacific passenger service and the compelling reasons for an 
early start on the new vessel. 


1. THE PRESENT SERVICE 


American President Lines and its predecessors have been operating 
a transpacific passenger service for 90 years. 

Prior to World War II, the company built and placed into service 
two large luxury liners, the steamship President Coolidge and the 
steamship President Hoover. 

Each was 22,000 gross tons, and was for that day an outstanding 
example of American naval architecture. Both were casualties dur- 
ing the war. 

Just before the end of the war, two P-2 type transports of 1914 
knots speed and 15,000 gross tons (about three- fourths the size of 
the Presidents Coolidge and Hoover) had been altered during con- 
struction to serve as interim vessels for transpacific passenger use. 
The two interim P-2 transports, now the Presidents Cleveland and 
Wilson, remain the backbone of American-flag passenger service 
between California and the Orient. 

The President Hoover, formerly the steamship Panama, was added 
to our fleet a year ago. It is small, relatively slow, and is already 
18 years old. Its function is to serve as a temporary addition to our 
passenger fleet until the new liner can be built. 

There is no important passenger tonnage serving the Orient aside 
from our three ships. In the transpacific trade, there is, accordingly, 
not one passenger vessel specifically designed and recently constructed 
for this trade. 

In other areas of the world, larger vessels of superior character- 
istics have been placed in service since the war by many countries, 
including our own. 
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In North Atlantic service alone there are more than 80 passenger 
ships currently employed, and more are under construction. 


2. SOMEONE WILL BUILD 


While, as I stated, our three ships are presently the only important 
passenger tonnage serving the Orient, this by no means constitutes 
an assured future for American President Lines. 

In each of the last 5 years there has been before the Japanese Par- 
liament a proposal to build one or more Japanese passenger liners 
which would be faster and larger than our present ships. Within 
the last 5 days there has come an announcement from the British of a 
major expansion of passenger services in the Pacific. 

Sir Donald Anderson, deputy chairman and managing director of 
the Peninsular & Oriental Steam Navigation Co., announced in New 
York the creation of the Orient & Pacific Lines, in his own words, “to 
be the largest commercial shipping operation in the Pacific.” 

This will be an expansion of the former Orient Line which has 
operated between North America, New Zealand, and Australia into 
the transpacific trade to Japan, Hong Kong and the Philippines. 

It will result in the introduction of three additional ships, including 
the 30,000-ton Arcadia, larger than any ship now in service in the 
Pacific, and two new ships, one of 45 ,000 tons and one of 40,000 tons, 
now being constructed at a cost of $85 million. 

These two new ships are scheduled to be added to the Orient & 
Pacific Lines fleet at the end of 1960. The ports of call of the new 
Orient & Pacific Lines will include San Francisco, Vancouver, Hono- 
lulu, Yokohama, Kobe, Manila, and Hong Kong, as well as the pres- 
ent calls of Suva, Auckland, and Sydney. 

I am somewhat tempted to adopt part of Sir Donald Anderson’s 
announcement, without change, as part of my testimony. His state- 
ment, which pertains to our present problem, was: 

This investment is being made because of the growing importance of the 
Pacific area in world commerce and the increasing recognition everywhere of 
the Pacific world as one of the most fascinating and satisfying tourist experi- 
ences to be found on the globe. 

It needs little elaboration of these plans to emphasize that the 
United States stands in serious danger of losing its position of mer- 
chant marine leadership in the Pacific. 


THE NEEDS OF THE TRADE 


The proposal before you is to authorize construction of i large, 
fast, modern, 3-class “superliner’ r” which would be specific ally cle- 
signed for this service. This vessel would enable American Presi- 
dent Lines to carry approximately 22,000 additional transpacifie pas- 
sengers per year. It would give America a blue-ribbon liner for the 
Pacific to match the prestige of the steamship United States in the 
Atlantic, and it would add an important unit to our national-defense 
system. 

We are convinced there will be sufficient demand to justify the con- 
struction of this superliner. Predicting the volume of passenger 
traffic to and from the Orient has been a major research project of 
American President Lines. 
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This matter has also been under close study by the airlines and by 
the Japanese Government. 

All predictions for future transpacific travel are that there will 
be a very large increase. In 1951, passenger traffic in the Pacific 
totaled 49,090. The 1955 total of 91,510 almost doubled the 1951 
figure. 

By 1956, total traffic had increased to 110,768. 

The estimate for 1961, the year our new superliner would be intro- 
duced, was that there will be at least 150,000 passengers. Current 
data indicate that this figure may be ultraconservative. 

All predictions, including those of the airlines, are that ocean liners 
will continue to get a substantial share of all passenger business. Not 
everyone is in a hurry; and the rest and relaxation found in travel on 
a luxury liner can often be as important as reaching the destination. 

The airlines, too, now recognize this, and work with surface car- 
riers in promoting sea/air combination tours which, in the aggre- 
gate, mean more travel business for both. Our own estimate is that 
in the period under question surface vessels will attract about 40 per- 
cent of all traffic, if accommodations at the proper price levels are 
available. 

4. THE SHIP 


American President Lines has made feasibility studies of 6 vessels 
in 2 sizes and 6 speeds, from 23 to 281, knots. 

Only two speeds proved economically feasible. The speed can be 
no lower than 23 knots, for that is the lower limit we believe to be 
planned by the Japanese. It can be no higher than 26 knots under 
normal conditions of operation for reasons of cost and fuel consump- 
tion. (For defense purposes, a speed of 28 knots plus will be the 
reserve capacity of the 26-knot ship.) 

After much study, American President Lines engineers have con- 
cluded that the most suitable vessel is one of 26 knots, designed to 
carry 1,450 passengers, 908 feet in length, and of 48,000 gross tons 
burden. This ship will be the fourth or fifth largest vessel afloat. 

It has been designed by one of the world’s outstanding naval archi- 
tects, Mr. William Francis Gibbs, designer of the steamship United 
States. 

This ship will provide accommodations, in all three classes, that 
are comparable in every way to the finest passenger liners in the 
world today, and far beyond anything offered in Pacific Ocean service. 
The building of such a superliner achieves two important results 
beyond that of providing needed additional passenger space. 

Intrinsically, by its size, speed, reputation, and glamour, it builds 
interest and increases traffic. And in foreign ports, it symbolizes 
American leadership and the preeminence of American merchant 
shipping. 

5. NATIONAL DEFENSE 


We should not expect that any will question the value and impor- 
tance of the proposed vessel to our Nation’s security. 

This 1,450 passenger, 26-knot superliner would have a troop lift 
capacity of about 10,000 men. The significance of this capacity be- 
comes clear when it is realized that there are presently in the Pacific 
and available for emergency troop lift use only 10 passenger ships 
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with a present total passenger capacity of less than 4,200, an average 
age of 15 years, nd a designed speed in no case of over 2014 knots. 

“In previous wars, America has had time to build and arm ships 
after hostilities began. In any future conflict, this time margin will 
not be available. In an ocean basin flanked on one side from the 
Bering Straits to Vietnam by a solid Communist bloc, this proposed 
vessel, built and operating, would seem to be a most important addi- 
tion to our defense mechanism. 

The congressional declaration of policy in the Merchant Marine 
Act of 1936 has not since been improved upon for a summary of the 
defense importance of an American merchant marine. It states— 
it is necessary for the national defense * * * that the United States shall have 
a merchant marine * * * capable of serving as a naval and military auxiliary 
in time of war or national emergency. 

Every President and every principal military leader in the past two 
decades has at one time or another publicly called attention to the 
essentiality of a strong merchant marine for national defense needs. 

The Merchant Marine Act of 1936 “authorized and directed” the 
Maritime Commission (now the Maritime Administration) to study 
and cooperate with vessel owners in devising means by which— 
there may be constructed by or with the aid of the United States express-liner 
vessels comparable with those of other nations, especially with a view to their 
use in national emergency. 

6. TERMINALS 


It is of course necessary to make extensive improvement of shore 
facilities to accommodate a superliner in the Pacific. 

Necessary alterations or improvements to American President Lines’ 
terminals both here and abroad have been determined and have been 
started. The city of Los Angeles has agreed to build the largest and 
finest ship terminal in the world to accommodate this new ship. 

The San Francisco Port Authority has begun the engineering neces- 
sary for the installation of a brandnew passenger terminal at the 
company’s facilities in San Francisco. Discussions have already been 
held with port authorities in Hawaii and the Orient. 


B. NUCLEAR POWER 


We are in an age of mechanical revolution, and each of you will be 
wondering why American President Lines should make so heavy an 
investment in a conventionally powered ship at a time when nuclear 
power seems likely to transform beyond recognition the engines of the 
ocean liner. 

We have devoted a great deal of thought and study to this prob- 
lem, and have invested considerable sums of money in research and 
training of our personnel against the day when nuclear reactors will 
power the vessels of the world. You may be interested in our 
conclusions. 

It is our estimate that a nuclear powered vessel of the same size 
and speed would cost about $110 million to build, or something more 
than 50 percent more than the conventional liner. aon and 
insurance costs would be $100,000 a voyage, or $1,100,000 a year, 
more. It is evident that abnormally heavy subsidy would Be neces- 
sary either to build or to operate the vessel. 
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We are, moreover, in just that stage of development when it is 
certain that the nuclear engine would be obsolete by the time the keel 
was laid, I am told, indeed, ‘that it doubtful that the pressurized water 
systems now in use will be built at all a few years from now. 

The controlling feature is, however, the immoderate financial risk 
which is involved for the operator in use of nuclear power for pas- 
senger vessels. 

Approximately half of the assets of American President Lines 
would be represented by this vessel and its mortgages. For some 
passengers, a nuclear engineroom would, at this stage of our habitua- 
tion to such power, be an effective deterrent to ocean travel. 

This forced us to the conclusion that American President Lines 
would be glad to help plan and to operate a nuclear powered liner 
but cannot reasonably be expected to commit the bulk of its resources 
to a powerplant which in terms of attracting the indispensable pas- 
sengers would be so perilous. 


C. THE ECONOMIC FEASIBILITY OF THE VESSEL 


American President Lines, therefore, has based its economic studies 
upon a conventially powered vessel. ‘Those studies have forced us to 
the conclusion that we cannot finance this passenger liner on the same 
terms as our freighters. Here is the arithmetic (the details of which 
is shown in appendix D on p. 110). 


1. VOYAGE PROFIT 


The gravity of the financing problem can be mostly clearly seen 
if we develop the purely operating results of one voyage of the vessel 
without consideration for the purchase price and financing costs. 

On this basis, before overhead, depreciation, interest, taxes and 
subsidies, the accounts for a single voyage would indicate earnings of 
about $53,000. 

This $53,000 would be earned out of gross revenue of $1,292,200 for 
the round trip and clearly is a very narrow operating margin—about 
4 percent of gross revenue. 

With this as the base, deducting overhead at 10 percent of gross 
revenue ($129,200 per voyage), and adding the operating- -differential 
subsidy which is paid under the Merchant Marine Act to equalize 
the difference between the cost of operating under the American 
flag as against operating under competing lower cost foreign flags, 
the net revenue from a single voyage, again without consideration of 
depreciation, interest, and ‘taxes, becomes $321,200. 

May I note at this point that almost all of the operating-differential 
subsidy represents added wages which go to American labor. 

The ship can make 11 voyages per year between the Pacific coast 
and the Far East. Thus, before any ‘considerations of cost and fi- 
nancing, the voyages would result in revenue of $3,533,200 per year. 

So that these figures will not create any falsely rosy picture, let 
me summarize here the effect on them of depreciation, interest, and 
taxes. If the vessel is financed privately, the first year’s voyage 
net revenue of over $3 million becomes a loss of $4.06, 900 when fi- 
nancing costs are applied. 
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If the ship is financed under the Merchant Marine Act, section 
502, the figure changes to a net profit for the first year of $182,700, 
after financing costs and taxes, which represents an annual return 
of 1.5 percent on the company’s investment at that time. 


2. CAPITAL CHARGES UNDER PRIVATE FINANCING 


I come now to the disheartening part of the calculation. 

To explain it, I should probably remind you of the construction 
procedure set up under the Merchant Marine Act of 1936. \ 

A construction-differential subsidy is paid as a benefit to American 
labor and as a means of maintaining a skilled shipbuilding industry 
capable of serving national needs in time of emergency. 

It is designed to offset the added cost of United States construction 
and bring the price to the operator down to what the vessel would 
cost if built in a foreign yard. This subsidy presently cannot exceed 
50 percent of the United States cost. 

Until a few years ago, the Federal Maritime Board and its prede- 
cessors acted under section 502 of the act, where the Government 
builds the vessel and sells it to the operator for a downpayment of 25 
percent of its cost after deducting the construction subsidy, and takes 
20-year mortgages at 314 percent interest for the balance. 

What we ask here is, essentially, simply a return to that method of 
financing under the act. 

The alternative method of financing is to proceed under section 504 
of the act. There the operator builds the vessel, pays 25 percent 
down and finances the balance by private loans which are fully m- 
sured under title XI of the act. This method we have used for the 
construction of our two new freighters. 

The difference in financing between sections 502 and 504 is nar- 
row, but we have found it critical to the feasibility of this vessel. 

We have had to pay 5 percent interest, plus one-half percent in- 
surance premium, in financing the 2 freighters for which we are just 
about to contract. There are indications that the interest rate is 
about to decline. However, responsible financial authority advises 
us that the size of this loan, the length of its term, and the nature of 
the passenger business all combine to make it highly doubtful that a 
lower rate is likely to be available in this instance. We are forced, 
therefore, to anticipate a 514 percent charge for privately borrowed 
money on the new liner. 

We estimate the cost of the vessel at $73 million of which American 
President Lines (with an estimated 43 percent construction-differ- 
ential subsidy rate) would pay $43,843,000 including 514 percent in- 
terest during construction with private financing. 

This results in annual depreciation of $1,989,250 and interest cost 
(514 percent on borrowings, plus amortization of construction in- 
terest) of $1,950,900 in the first year. 

These two items exceed the net income after subsidy and produce 
a loss of $406,900 in that first year. The interest payments would 
decline each year and in the average year of the vessel’s life it would 
show a profit after taxes of $224,000. 

This is only 1.8 percent on the original equity investment. 

Even worse, it would be 5 years before diminishing interest pay- 
ments brought us to the break-even point. A 20-year financial result 
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which ranges from a loss in the earlier years to profits in the later 
years and - averages $224,000 is a quite ‘different financial prospect 
for a lending institution than one which has actually earned even this 
amount in each year. Two aspects of this are important: 

A. The losses in the earlier years are not calculated to encourage a 
lending institution as to the value of its investment, and 

B. A net profit in the early years, however small, has some addi- 
tional value as invested capital in later years. 

I doubt that any prudent businessman would approve so heavy an 
investment, or a lending institution would make loans so large as 
these, if the result could be only 5 years of losses, to be follow ed by 
returns which even after 20 years would average only about 2 percent 
on the original equity investment. 


3. ONLY MODEST RELIEF IS NECESSARY 


Yet the committee will note that our pro forma estimates do not 
fall greatly below what would be required for a feasible venture. 

Our ship is almost a commercial venture. Not a great deal more 
is needed. 

The committee has before it two approaches to solution of this 
problem of nearly feasible passenger ship 4 Sigee 

One is that followed in H. R. 9342 and H. R. § 437, relating to the 
United States Line vessel. It proposes the sale of i completed liner 
to the United States Line for a fixed price of $47 million, with terms 
and conditions as provided in sections 502 (c) and 503 of the 1936 act. 

A similar approach to the transpacific liner would indicate a sale 
price of about $27,300,000. 

We do not, of course, = this approach and would consider its 
application to the transpacific liner as effectively solving the problem. 
Yet we do not feel that it is impossible to build our liner with smaller 
assistance, and have accordingly proposed much more modest relief— 
simply the return to the type of financing contemplated by section 502 
of the act. 


4. RESULTS WITH FINANCING UNDER THE MERCHANT MARINE AOT 


The financing provided in section 502 (c) of the 1936 act, offering 
31% percent interest instead of 544 percent interest during construction 
brings the cost of the vessel to American President Lines down to an 
estimated $43,031,000. 

It also results in a gain to the Federal Government of more than 
$6 million, as I will outline later. Annual depreciation becomes $1,- 
989,250, and first year interest costs (mortgage interest, plus amorti- 
zation of construction interest) $1,163,300. 

These two items, deducted from voyage profit after overhead and 
subsidy, leave a small net income of $380,600, which is reduced to 
$182,700 after taxes. 

This is only 1.5 percent on the company’s original equity invest- 
ment. In the average year of the vessel's life, the interest costs 
(mortgage interest, plus ‘amortization of construction interest) would 
be $518,800 a year less, increasing net income after taxes to $431,700. 
This is only 3.7 percent on the original equity investment. 

A 20-year financial result which ranges from insignificant profits 
in earlier years to modest profits in later years and brings about an 
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average annual result of 3.7 percent on the original equity invest- 
ment is again a different financial prospect than one which has ac- 
tually earned this amount in each year, 

The amount by which the average net profit was not earned in the 
earlier years is not available to serve as invested capital in later 
years and, therefore, the result is less satisfactory than a steady annual 
rate of return at the average. 


5. THE FEASIBILITY OF THE RETURN 


We arrived then at the broad Sit sion that with financing under 
section 502 (c) of the act, the vessel will earn 3.7 percent on our 
original equity investment. While return on the company’s original 
equity investment is the generally accepted measure of the worth of 
an investment, there are others. 

In this case, the effect of earned depreciation is such that the av- 
erage capital investment of the company over the 20-year period is 
$7,074,212. The average return indicated of $431,700 amounts to a 
return on average equity investment over the life of the vessel of 6.1 
percent. Yet, even these low returns must be discounted in the light 
of several additional factors. 

One is that the transpacific passenger business is a very risky enter- 
prise. 

Passenger lists can be cut to almost nothing by a threat of hostili- 
ties in the Orient, even though that threat should within fortnight 
be proved groundless. 

One half-full sailing will eliminate the anticipated profit from a 
year and a half of optimum operation. Even the ordinary hazards 
of the sea take on imposing proportions when it is remembered that 
a month in a repair yard would cost, for time alone, more than a third 
of a million dollars in capital charges and in unearned overhead. 

Another is that none of my computations has made allowance 
for the several millions of dollars of working capital required to op- 
erate the superliner. The return indicated does not provide for earn- 
ings on this money. 

Still another financial consideration is the risk and responsibility 
related to the borrowed ¢ apits al. 

American President Lines will be committed to repayment of some 
$32 million and the normal conduct of business requires, of course, 
an override on the borrowed capital to compensate for the risk in- 
curred. Even with Government financing, the company is obligated 
for full repayment. Our computations make no allowances for this 

risk on borrowed money, which is a real one. 

The committee may be wondering why American President Lines 
is willing to make so large an investment to produce a return which 
is less than could be obtained from high grade and virtually riskless 
bonds and preferred stocks. Here are our reasons: 

In the first place, the transpacific passenger trade is our job, and 
we want to discharge our responsibility even though the financial re- 
turn be less than satisfac tory. American President Lines and its pred- 
ecessors have been in the transpacific passenger business for nearly 
a century. We have pride in this record and a belief that the good 
will and satisfaction which have been achieved have value to us in 
future operations. Continuity of service in our business is vital. 
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In the second place, we expect some indirect return on our freight 
operations from the prestige which attaches to a liner such as this. 
We operate four shipping services under contract to the United 
States. In addition to this transpacific passenger service, we have a 
transpacific freight service from California to the Far East, a round- 
the-world freight and passenger service and a freight service from the 
Atlantic ports to Malaya and Indonesia. 

In the third place, any operator of a United States flag liner service 
is of necessity gambling on long-term rise in the price level. A long- 
term decline in the price level, after this vessel was built, could be 
disastrous, while a long-term increase could make the vessel financially 
attractive in the second decade of its life. All of these can probably 
be added _up into the simpler conclusion that we are steamship op- 
erators. We like our responsibility and, in discharging it, are ready 
to take on another hazard to its financial success. 


6. USE OF THE MERCHANT MARINE ACT METHOD BENEFITS THE GOVERNMENT 


The committee may be interested to know that our calculations show 
that the Government will gain, not lose, by extending us the neces- 
sary benefit of financing the transpacific liner under section 502 (c) 
of the act. 

The cost of Government debt at December 31, 1957, was 2.889 per- 
cent as reported by the Department of the Treasury. This is the 
highest average interest rate for many years. 

Banking advisers inform us that over a long period it is unlikely 
that Government borrowings will require an average rate above 3 per- 
cent. There is therefore a gain of 14 percent on statutory mortgage 
loans made at 314 percent. 

Over the 23-year period covering the construction and mortgage 
loans on the new liner, the Government's gain would be $1,841,93.75. 

The Government would also, of course, gain 52 percent by income 
tax on the added income arising from financing under section 502. 
The added income tax averages $432,800 a year. 

In 20 years this added income would bring the Government $4,- 
502,000 in additional income taxes. Thus, the Government's total 

cash gain is approximately $6,343,000 from financing the transpacific 
passenger liner. 


D. EQUIVALENT OF GOVERNMENT FINANCING 


Earlier in my testimony, I mentioned that the prince _ of the 
United States Line bill would solve our problem effectively, but that 
we had concluded that the procedures first decreed by Congress un- 
der the Merchant Marine Act, 1936, for financing merchant ship 
construction would be adequate to our needs. 

It has occurred to us that the committee may know of reasons 
which make it desirable to afford the benefit of the Government fi- 
nancing result while retaining the form of private financing. While 
we do not advocate this, we have endeavored to estimate the figure 
at which this could be achieved. 

Under section 502 (c) financing, the vessel will cost $43,031,000. 
Our calculations indicate that a net cost for the vessel which, under 
private financing, would result in approximately the same very mod- 
est average net income is $36 million. 
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Thus, if the committee were to conclude that it is preferable to 
provide for a fixed price sale to American President Lines, the terms 
of our proposal would be roughly achieved by a fixed sale price of 
$36 million. 

E. THE 50-PERCENT LIMIT 


I want, finally, to raise with you one problem which seems more 
real than it did last summer. 

Section 502 (b) of the 1936 act limits construction-differential sub- 
sidy to 50 percent of the construction cost. 

The increase in United States costs has resulted in construction- 
differential subsidy rates for the current freighter contracts which 
are running over 45 percent. ‘There seems to be a real danger that 
the 50 percent limit may be too low when the bids are opened on a 
vessel so different from the usual American shipyard experience as 
this superliner would be. 

If shipbuilding costs at the time of contract were more than double 
the foreign-flag base, the result would throw all our calculations 
away and making the transpacific liner a financial catastrophe for 
American President Lines. 

We feel it is necessary to ask that, in the case of this superliner, 
this 50 percent limitation be removed. We believe also that this re- 
quest involves no departure from the principles of the 1936 act, but 
only the removal of a limitation on these principles which could in 
this case frustrate its purposes. 

Accordingly, I should like to ask that the committee consider 
favorably an amendment to the bills before it—H. R. 9432, H. R. 
9457, H. R. 9474, H. R. 9477—and I understand there is another bill 
at this time—to add to the end of section 2 the following: 


“Provided, That the limitation of construction-differential subsidy 
to 50 percent of the vessel’s cost, as provided in paragraphs (b) and 
(d) of Section 502 of said Act, shall not be applicable.” 


KF. LEADERSHIP OF FEDERAL MARITIME BOARD 


No discussion of the transpacific liner would be complete or ac- 
rurate without recognition of the leadership exercised by the Federal 
Maritime Board, Clarence Morse, Chairman, and Ben Guill and 
Thomas Stakem, members, in bringing the ship project to a point at 
which its construction is justified. 

Clarence Morse, and his two colleagues, recognized the need for 
additional transpacific passenger service and about 18 months ago 
authorized, in accordance with statute, the performance of additional 
subsidized passenger voyages. 

They authorized American President Lines to buy the steamship 
Panama and place it in service on the California-Orient route as an 
interim vessel until it should be replaced with a new, fast, large 
liner—the ship we are discussing today. 

The members of the Board’s staff and of the Maritime Administra- 
tion staff cooperated at all times in the development of preliminary 
design and engineering requirements and in details of planning for 
the first Pacific superliner. 

In these comments, I am not implying any administration support 
for this bill or any indication of the administration position. 





76 SUPERLINER LEGISLATION 


I do not know what views the Federal Maritime Board, through 
its Chairman, will present to the committee. 

I am hopeful that their views will parallel ours. 

However, whether they do or not, it is important to note that no 
company could have received more responsible treatment and con- 
sideration in developing a program for major ship construction 
which embodies vital aspects of national policy. 

American President Lines has, as I said at the beginning, carried 
out an $83 million vessel replacement program without seeking any 
special assistance from the Congress. 

As we have come up to the transpacific superliner, we have reluc- 
tantly realized that its construction is simply not feasible without 
some additional assistance. 

We have tried to tailor the measure of that assistance to the smallest 
possible pattern. It can, indeed, be argued that we have cut it too 
fine, but we are prepared to go ahead on the basis we have indicated, 
in strict accord with the principles of the 1936 act. 

Enactment of these bills, with the minor amendment I have sug- 
gested, will give the United States a fast 43,000-ton vessel in the 
Pacific, ready for speedy conversion to whatever military need should 
arise in that troubled ocean. 

It will give the United States merchant marine a splendid luxury 
liner whose speed and prestige will dominate the Pacific for many 
years to come. I think, too, that its beauty and its efficiency will 
bring a catch to the throats of the people, of all nationalities, who 
watch this gleaming piece of America move into the harbors of Yoko- 
hama, Kobe, Hong Kong, and Manila. 

Certainly, the stature of the United States in its international rela- 
tions, the strength of the United States in its defense arsenal of 
weapons, and the competitive power of the United States in world 
merchant marines would all be enhanced if the Government were to 
join with American President Lines in facilitating the construction 
of this proud new ship for the Pacific. 

American President Lines is ready and willing, and with this legis- 
lation, will be able to place the Steamship President Washington, one 
of the world’s finest ships, in regular service spanning the world’s 
greatest ocean. 

The Cuatrman, This is a very interesting statement, Colonel Brin- 
son. 

Mr. Garmatz? 

Mr. Garmatz. Did you have any meetings with the Maritime Board 
and what were the results of those meetings ? 

Colonel Brinson. We have not, sir. 

You are talking about construction differential ? 

Mr, Garmatz. Yes. There was no meeting at all with Maritime? 

Colonel Brinson. No, sir; we have no bids and, of course, that 
would not come up until that time. 

The only thing we could discuss would be the estimated foreign 
cost of a ship of this size, but we have not discussed it with them that 
I know of. 

Mr. Garmatz. That is all, Mr. Chairman. 

The Carman. You mean that American President Lines has not 
discussed the possibility of building the ship under the 1936 act ? 
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Colonel Brinson. Oh, yes, sir; we have. We filed a construction 
differential subsidy application under 502 (c). 

The CuHatrmMan. In your discussions you find that the provisions 
of the 1936 act as set forth in your statement prohibit you from 
going into a contract to purchase a vessel built under the 1936 act? 

Colonel Brinson. You are speaking of private financing, Mr. 
Chairman ? : 

The CHarrMan. Yes, sir. 

Colonel Brinson. No, sir. We consider it economically unfeasible. 

The CuarrMan, That was the difficulty. 

Colonel Brinson. Yes, sir. 

The Cuarrman. It was private financing ? 

Colonel Brinson. Yes, sir. 

The Cuarrman. What other difficulty was there? 

Colonel Brinson. We really have no other difficulty with the pos- 
sible exception of having to break through the 50 percent limitation 
on construction differential subsidy. 

The Cuarrman. They are the only two provisions in the 1936 act 
that would prohibit your negotiating the construction of the vessel 
under the existing law. 

Colonel Brinson. Yes, sir. 

I might explain, Mr. Chairman, that this is entirely within the law 
and, of course, private financing is entirely within the law. It is a 
question of which to choose. 

We say we cannot build under private financing as it would be 
economically unfeasible. 

All we ask for here is that the Congress authorize its building under 
the provisions of 502 (c), and further authorizes the Federal Maritime 
Board to go beyond the 50-percent construction differential subsidy if, 
after receiving the domestic bids and after estimating the foreign 
cost, they find that estimated foreign cost would be less than half what 
it would take to build a ship in this countr y. 

The Cuarrman. The Maritime Board has the authority to take such 
steps at the present time ? 

Colonel Brinson. No, sir; they have a 50-percent limitation. They 
would have to have statutory authority to go beyond the 50 percent if 
that case arises. 

The Cuatrman. I understand, Colonel. I am asking some of these 
questions for the record to get the facts in the record, whether we know 
it or not. 

I am asking you who represents the company in negotiating with 
Maritime so that we can get the facts in the record. 

Colonel Brinson. Yes, sir. 

The Cuatrman. Mr. Tollefson? 

Mr. TotieFson. Section 502 (c) is still on the books; is it not ? 

Colonel Brinson. Yes, sir. 

Mr. Totierson. Therefore, technically under the law the Maritime 
Administration could enter an agreement with you for financing under 
502 (c) 2 

Colonel Brinson. They could, sir. 

Mr. Totierson. Just for the record, why do you not do it ? 
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Colonel Brrvson. I think Mr. Morse and the Board will have to 
explain that, sir. 

Mr. Totiterson. As a matter of fact, it has been the policy not only 
of the administration, but of Congress itself, to favor private financ- 
ing in recent years; is that not tr ue? 

Colonel Brrxson. Yes, sir; that appears to be the administration’s 
policy—that all ship construction be financed under title XI insurance, 
which is private financing. 

Mr. Touterson. In a sense, it has also been the policy of Congress 
because it was the agency that passed the private financing law. 

Colonel Brinson. That is right, sir. 

Mr. Totterson. However, I just wanted the record to show that 
502 (c) is still the law of the land and could be utilized if Congress, 
through the bill pending before. this committee, should say, “AI right, 
go ahead under 502 (c).” 

Colonel Brinson. Yes, sir. 

I might say there, Mr. Tollefson, that in the President’s budget there 
is an item of $34 million for our ship, which brings into play private 
financing. The remainder, of course, would be insured. We would 
have to raise it through private financing and it is insured under title 
XI 100 percent; but many of the difficulties involved and the financial 
burdens of private financing were brought to recent experience with 
the investment bankers. 

Mr. Toiierson. You take the position in your statment that Gov- 
ernment financing under 502 (c) would not cost the Government any 
money at all, but, on the contrary, would result in a financial gain to 
the Government? 

Colonel Brryson. Of approximately $6 million; yes, sir. 

Mr. Torterson. I would like to ask you some questions about your 
ship. How many passenger ships do you have serving the Pacifie— 
strictly passenger ships? 

Colonel Brinson. We have three serving the Pacific alone, sir. That 
is the President Cleveland and Wilson and the President Hoover. 

We have in addition to that going westward across the Pacific two 
combination passenger-cargo ships, the President Polk and Monroe. 

Mr. Totterson. How many passengers do they carry / 

Colonel Brinson. They carry normally only around 70 to 75, sir. 

Mr. Totierson. Do all of those ships make round trips in the 
Pacific ? 

Colonel Brinson. Only the three, sir: the Presidents Cleveland, 
Wilson, and [Toover. 

Mr. Totterson. They make round trips? 

Colonel Brinson. Yes, sir. 

Mr. TotieFson. What is their pasenger carriage capacity ? 

Mr. Patne. The Presidents Cleveland and Wi/son, sir, have a first- 
class passenger capacity of 330, and a third-class passenger capac ity 
of 474. They are operated as 2-class ships and not as 3-class ships, 
such as we contemplate for the new liner. 

Mr. Totterson. How many do you compete with for passenger 
service in the Pacific? 
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Colonel Brinson. We actually have very limited competition for- 
eign. 

As a matter of fact, we have no foreign passenger ships in direct 
competition with us—strictly passenger ships. 

Mr. Totterson. When I say “Pacific” I am talking about service to 
the Orient. I am not talking about service, say, to islands. 

Colonel Brinson. Yes, sir; I understand that. 

Mr. TotteFson. What would happen if the Japanese build a passen- 
ger vessel? As I gather from your statement there is some talk about 
the Japanese building a vessel. What would happen if this other 
company that you discussed in your statement built a vessel or vessels 
for operation in the Pacific ? 

Colonel Brinson. We would be confronted with direct competition 
which we have not heretofore had, which spurs us on and makes the 
matter of building a third superliner urgent. 

In other words, we want to beat down competition rather than to 
wait until the competition arises and then build immediately. 

Mr. Touierson. In other words, this is kind of a self-defense pro- 
posal on your part? 

Colonel Brinson. Yes, sir. 

Well, no, sir; there has been for several years now demand for in- 
creased additional passenger tonnage in the Pacific. 

Mr. To.ttErson. You are satisfied in your own mind and your com- 
pany is satisfied that the passenger traffic in the Pacific is bound to in- 
crease on the basis of past experience 

Colonel Brinson. Y es, Sir. 

Mr. Totzierson. That is all, Mr. Chairman. 

The Cuarrman, Mr. Miller. 

Mr. Mitier. Colonel, getting away from financing of the ship, in 
which we are all interested, and consideri ing the actus al. operation of the 
ship, in the event of war would we need additional shipping in the 
Pacific to service our people who are overseas and bring back depend- 
ents, Americans in the Far East at the present time ? 

Colonel Brinson. In our opinion, we would be in desperate need 
of it, sir. I am sure that Admiral Wilson of the Navy will give you 
the Navy view. 

We think we would be in desperate need. 

Mr. Minter. Is it the feeling of your company and yourself that, 
if we can keep away from war, there will be new passenger business, 
tourism, created in the countries of the Orient that are now just 
emerging into a new life in that section of the world ? 

Colonel Brinson. We think it is almost unlimited, sir. The Philip- 
pines and Japan. 

Mr. Mitirr. In the Philippines we have an unknown new country 
coming up, Vietnam, that offers great attractions and we have Indo- 
nesia, which is a sleeping giant industri: lly and otherwise, once we can 
get. a blanket of peace over the world. 

Colonel Brinson. We feel so. 
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Mr. Mitier. And we cannot wait too long because the Japanese in 
the past have shown themselves quite adept at filling these vacuums: 
have they not? 

Colonel Brinson. Yes, sir. 

Mr. Mitter. I have no further questions, Mr. Chairman. 

The Cuatrman. Mr. Allen. 

Mr. Auten. Colonel Brinson, there has been no revival of foreign 
competition in passenger traffic since World War II. Has your ex- 
perience been the same in the freight business? What has been your 
experience with foreign competition in the Pacific since World 
War IT? 

To enlarge on the question a little bit, could you give us the approx- 
imate percentages of the foreign commerce on the Pacific to and from 
the Pacific coast which was carried in American-flag ships year by 
year? 

Colonel Brinson. It has been gradually increasing, Mr. Allen, due 
to ship construction in Japan primarily. I would say that this is a 
guess and this is only a guess. 

Five years ago we were carrying 80 percent to maybe 85 percent, 
w hereas now the last figures I saw ‘indicated the American flag is car- 
rying around 50 percent of our foreign commerce. 

Mr. Atten. The foreigners are coming back in the trade at a fairly 
rapid rate? 

Colonel Brinson. Very rapidly. 

Mr. Auten. Are they coming back with new ships or old ships? 

Colonel Brinson. Those are primarily new ships from Japanese 
shipbuilding. 

Mr. Auten. Getting back to this proposed ship, are there defense 
features built into the proposed superliner comparable to those which 
might go into the steamship l/nited States, or its sister ship ? 

Mr. Parne. Mr. Allen, I could probably answer that for you. 

This ship has been designed on a commercial basis. The ship is 
suitable and we stand re: ady to incorporate in it any defense features 
which are desirable from the Government’s point of view. 

Mr. Auten. Have you considered the cost of such features in the 
figures that have been given to us? 

Mr. Parner. No, sir; the defense features would have to be added 
to our vessel. However, I think I might point out that you can’t 
overlook the defense feature of having a ship of this type even if the 
speed and sizes are tailored for commercial purposes, but we do stand 
ready to up the speed to bring such defense features as we can foresee 
the Department of National Defense will probably request. 

Mr. Atuten. Do you know how many ships of more than 100 pas- 
senger capacity you had prior to World War IT? 

Mr. Partner. I believe that is in the record. You mean APL, Mr. 
Allen ? 

Mr. Auten. Yes; or the old President Taft and that type of ship. 

Mr. Chairman, m: 1y the appendixes that were submitted with the 
statement of Mr. Killion be admitted in the record ? 

The Cramman. That will be done. 
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APPENDIXES: SUPPORTING DATA FOR THE PROPOSED CONSTRUC- 
TION OF AMERICAN PRESIDENT LINES TRANSPACIFIC PASSENGER 
LINER 


APPENDIX A 


Transpacific passenger vessels, prior to World War II (1987-41) 
AMERICAN PRESIDENT LINES 
TRANSPACIFIC SERVICE 
— = ; = 
| > 
} Passenger capacity 
Gross | Date weenie 
tonnage Length built Speed | 

} Ist 4 fourist|3d class | Total 

| class 
President. Cleveland 14, 124 | 535 feet 1921 17 106 86 580 | 772 
President Lincoln 14, 124 do 1921 17 104 86 540 | 730 
President Pierce 14, 124 do 1921 17 104 76 | 588 768 
President Taft 4,124 do 1921 17 108 80 538 | 726 
President Wilson 4,124 | do 1921 17 101 79 428 | 608 
President Hoover 21,936 | 654 ft., 3 ins 1930 2%) 310 133 402 845 
President Coolidge 21, 936 do 1931 20 310 133 402 845 

ROUND THE WORLD SERVICE (TRANSPACIFIC WESTROUND 
president Adams 10, 496 | 522 ft., 8 ins 1921 14 153 153 
President Garfleld 10, 496 | do 1921 14 149 149 
Presidént Harrison 10, 496 do 1921 14 133 122 255 
President Hayes 10, 533 do 1920 14 109 130 139 
President Monroe 10, 533 do 1920 14 125 116 241 
President Polk 10, 496 do 1921 14 128 128 
President Van Buren 10, 533 | do 1920 14 20 120 
REPLACEMENTS FOR THE RTW SERVICE—CONTRACT FOR CONSTRUCTION IN 1940-41 

; 
President Adams | 9,260 | 491 ft., 10 ins 1941 16 96 96 
President Garfleld | 9, 260 do 1940 16 Ht 96 
President Hayes 9, 255 do 1940 16 M5 96 
President Jacksor 9, 255 do 1940 16 96 96 
President Monroe 9, 255 do 1940 16! Ot 06 
President Polk 9, 260 do 1941 16 } oe 
President Van Buren Q, 264 lo 1941 16 MK 96 

AMERICAN MAIL LINE 
President Grant 14, 124 | 535 feet 1921 17% 105 95 678 878 
President Jackson 14, 124 do 1921 174 105 95 | 656 856 
President Jefferso1 14, 124 do | 1920 17 105 95 665 | 865 
President Madi 14, 124 | do 1921 17! 105 95 | 650 850 
President McKinley | 14,124 | .....do } 1921 17! 10 95 646 | 846 

| } 
NYK CALIFORNIA SERVICE 
} 

Asama Maru 16, 975 60 feet 1929 19 239 96 504 | 839 
Chichibu Maru 17, 498 do 1930 19 243 95 500 S38 
Tatsuta Mari 16, 975 do 1930 19 239 96 504 839 
Taiyo M 14, 457 do 1911 16 50 175 300 | 725 
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Transpacific passenger vessels, prior to World War II (1937-—41)—Continued 


PACIFIC NORTHWEST SERVICE 


| | | 
| } | Passenger capacity 
Gross | Date 
jtonnage Length | built | Speed | 
| j |lst class; Tourist3d} class | Total 
| | | class | 
Heian Maru | 11,616 | 511 feet 1930 | 17 125 80 130 335 
Hikawa Maru ..-| 11, 622 do 1930 17 125 80 130 335 
Hiye Maru 11, 621 do . | 1930 | 17 125 80 130 335 
SOUTH AMERICAN SERVICE 
| 
Bokuyo Maru | 8,619 | 445 feet js 1924 12 42 51 218 311 
Rakuyo Maru 9,419 | 460 feet 1921 12 42 51 218 311 
Heiyo Maru 9, 816 do ; 1930 16 42 80 498 620 
CANADIAN PACIFIC 
| | | 
Empress of Asia | 16,900 | 570 feet 1913 20 | 292 74 518 884 
Empress of Russia B 16, 800 | do | 1913 20 | 292 74 518 884 
Empress of Canada 21,517 | 627 feet | 1922 20 | 453 94 410 957 
Empress of Japan_ -- 26, 032 | 644 feet | 1930 22 | 268 164 378 810 


OSK—SOUTH AMERICAN SERVICE 


| | 


Brasil Maru 13, 000 | 545 feet 1940 21 | 101 136 674 | 911 
Argentina Maru_- | 13, 000 do___. 1939 21 101 136 674 911 
Buenes Aires Maru... | 9,626 | 482 feet 1929 15 60 154 R56 1, 070 
Rio de Janeiro Maru-.-.- | 9,627 Go... 1930 15 60 154 856 | 1,070 
Santos Maru 7, 267 430 feet_. 1925 15 3S 4 666 | 798 
La Plata Maru 7, 267 do | 1926 | 15 38 4 666 | 798 
Montevideo Maru 7, 267 do 1926 | 15 os 44 666 | 798 


In 1939 there were the following passenger-carrying freighters operating in the 
transpacific service : 


Saili P enger 
Line freque capa y per 
e] 

Kerr Steamship Co Fortnightly 6 to 12, 
Pacific Java Bengal Line d to 12 
Prince Line : do 8 
Barber Line do 4 to 12, 
Barber Wilhelmsen Line ‘ ' ; Monthly 4 to 12 
Klaveness Line-- .do 8to12 
Maersk Line 2 Fortnightly 8 to 12 
Salen Line 2 4 Monthly 3 to 8. 

Kokusai Line de Not known 


Note.—The Blue Funnel Line also operated vessels across the Pacific. These ships had relatively small 
capacity, but did carry Ist- and 3d-class passengers. Capacities varied according to which ships were,in 
the transpacific service. 

APPENDIX B 
{The Mainichi, December 4, 1957 


JAPAN PREPARES FOR BUILDING OF LUXURY PASSENGER LINERS 


The construction of passenger liners is now coming to the fore, with many 
leading shipping lines going all out in building luxurious superliners for trans- 
portation of tourists. 

During the 1957 season, five new ships steamed into service on the trans- 
atlantic route between the United States and Canada and Europe. They are 
Holland-America’s Statendam (20,000 tons), accommodating 868 tourist and 84 
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first-class cabins; Canadian. Pacifie’s: Empress of England, 25,000 tons and 1,060 
passengers, which is sister liner of Empress of Britain; Swedish American’s 
Gripsholm, carrying 842 passengers with a speed of 20 knots; Cunard’s Sylvania, 
21,180 tons and 925 passengers; and Grace Line’s Santa Rosa, 15,000 tons and 
300 passengers at 20 knots 

In the next few years, more ships will serve on the transatlantic and round- 
the-world surface transportation as Grace Line’s Santa Paula, 55,000 tons, 2,000 
passengers, France, which will be the world’s third largest, and Italy’s Leonardo 
da Vinci, a 38,000-ton liner, are expected to be launched. Furthermore, the 
Italian Federico C., 20,000 tons and 1,200 passengers, will be ready for the run 
to South America next year. Holland's Rotterdam, about 37,000 tons and 1,300 
passengers, will sail the North Atlantic. England’s Peninsular & Oriental is build- 
ing a 45,000-ton liner, yet unnamed. 

According to the recent announcement, Lloyd’s Register counted 36 new liners 
of more than 20,000 tons each since the end of World War II. 


ONLY DESK PLAN 


In Japan, construction of passenger liners is still no more than a desk plan. 
There is no specific project to construct a 20,000-ton superliner within a year or 
so. However, shipbuilders and shipping lines have various blueprints ready of 
the new superliners they will construct in the near future. 

For several years, shipping circles have urged that the construction of passen- 
ger carriers to be put on the transpacific route between Yokohama and San Fran- 
cisco and Los Angeles via Honolulu, is an urgent problem for the Japanese 
marine transportation 

Due to an active campaign of the shipping interests, the Japanese Government 
is going to establish a new superliner construction law, which will regulate Gov- 
ernment subsidy to ship owners 

The Transportation Ministry is preparing to send the bill for the construction 
of superliners to the coming ordinary Diet session, which will begin early in 
December. 

If the bill passes the Diet by early next year, the blueprint of the plan will be 
put into practice by the beginning of next fiscal year. 

According to the present program planned by NYK Line, which operated more 
than 5 liners on the transpacific and Indian Ocean in prewar days, the keel 
would be laid by next April or May for the 22,000-ton, 800 tourist, and 150 first- 
class passenger liner which will cost ¥18 billion ($50 million). This, however, 
depends on what occurs in the forthcoming Diet session. 





ANOTHER LINER 


The luxurious liner. unnamed yet, would be completed in 1960, if its construc- 
tion program begins as per schedule. Following the keel of the superliner, 
NYK is planning to build another 20,000-ton passenger carrier, whose construc- 
tion is to be undertaken by the beginning of the 1959 fiscal year. The second 
liner, also unnamed yet, will be a sister liner of the first one. 

When the 2 luxurious passenger liners are placed on the transpacific service 
in 1961, the NYK Line should be able to operate the Yokohama-San Francisce- 
Los Angeles-Tokyo cruise 8.7 times in a year, which means each ship will be able 
to cover the route within 39 days 

If both passenger liners of NYK ply the Pacific Ocean, the present traffic 
congestion on the transpacific run, which is operated at present by the America! 
President Line’s three liners—President Hoover, President Cleveland, and Pres- 
ident Wilson—would be greatly relieved 


{Shipping Gazette, November 25, 1957] 


OSK PLANNING 320,000-Gross-Ton Atomic VrEsseL To TRANSPORT EMIGRANTS 
Across PACTFIC 


The Osaka Shosen Kaisha, in close cooperation with the Shin Mitsubishi heavy 
industries, has been formulating a plan for building a 20,000-gross-ton atomic 
emigrant vessel for transpacific service, aiming to have it ready by 1960. 

Since the United States Navy has made a great success with its atomic sub- 
marine Nautilus (which circumnavigated the globe underwater without refuel- 
ing), Norway and Britain have been working around the clock to perfect sub- 
marine tankers 
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WILL HAVE POWERFUL ENGINE 


The proposed OSK atomic emigrant vessel will be equipped with a 40,000- 
horsepower main engine, capable of making 25 knots, fully loaded. She will 
accommodate 200 first- and second-class cabin passengers, 1,500 third class 
(steerage), acrew of 200, totaling 1,900 persons. 

The power reactor will probably be of pressured-water type to be built by 
Westinghouse. When completed, this atomic vessel is expected to be able to 
make 6 voyages a year instead of 3 by conventional vessels. The enormous cost, 
somewhere around ¥7 billion to ¥8 billion, will perhaps be the only stumbling 
block. 

An atomic submarine tanker is regarded as another good probability. Whereas 
a surface navigating vessel meets the greater resistance of water, the more she 
speeds up, a submarine does not have to worry about such gathering resistance. 


MANY ADVANTAGES SEEN 


Furthermore, fuel for an atomic ship takes up practically no space, and the 
motive power does not have to be fed with air as is the case with coal- or oil- 
burning vessel, which assures remarkably long-continued submerged navigation. 
For unloading oil, all it requires are some pumps, no elaborate equipment being 
needed. 

All in all, the age for atomic vessels is steadily approaching. Inasmuch as 
atomic-energy industry is in its infancy, atomic-vessel construction requires an 
enormous sum of money, which is where substantial Government backing is 
needed. 

APPENDIX C 


TRANSPACIFIC PASSENGER TRAFFIC 
CONTENTS 


Section 1. A review of transpacific passenger traffic 
In 1955 transpacifiec passenger traffic on commercial carriers exceeded all 
previous recorded years (1921 to date) reaching the all-time high figure of 
91,510 passengers. In 1955 airlines carried 68 percent; ships carried 32 percent. 
*assenger traffic continues to increase. 


Section 2. The China situation 

Effect on passenger traffic if trade is resumed with Communist China: In 
prewar days 21 percent of transpacific first- and second-class traffic moved 
through Shanghai. Many prewar sources of passenger traffic with China no 
longer exist. Maximum effect on passenger traffic under optimum conditions 
not expected to exceed 10 percent of transpacific total; in the nearer period, if 
trade is resumed, expected to range from a small amount of traffic to possibly 5 
percent of transpacific total. 


Section 3. A method of estimating the volume of transpacific passenger traffic in 
1961 

By comparisons with population growth in the United States and the results 
of motivation to travel, the volume of transpacific travel in 1961, total sea and 
air, is projected at a figure of 150,778 passengers. 

Section 4. Division of transpacific passenger traffic between sea and airlines 

Upon reaching the 50-percent level the air lines’ share of transpacific passenger 
traffic was rising very slowly until the air lines introduced tourist-class fares, a 
type of passage not available on transpacific liners. With the introduction of 
tourist class service on the airlines, their share of traffic rose to 68 percent in 
1955. 

Provided the surface carriers include provision for meeting demand for “middle 
class” accommodations, it is estimated that by 1961 they can retain 40 percent 
of total transpacifie passenger traffic and that in the longer period of time their 
share should range between 40 and 35 percent. At 40 percent surface carriers 
would secure 60,000 passengers in 1961. 


Section 5. New Japanese liners and sufficiency of traffic for transpacific sea 
carriers 

It is expected that Japanese-flag passenger liners will be built for the trans- 

pacific passenger trade and that these liners, probably two in number, will be 
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operated by the N. Y. K. Since no definite plans have been announced, we have 
assumed that these Japanese liners will be in operation by 1961 and will secure 
approximately 16,000 passengers a year. 

It is considered that APL can secure sufficient passenger traffic in 1961 to 
support the operation of one 26-knot superliner together with the President Cleve- 
land and President Wilson. 

Section 6. Characteristics of new vessel construction 

The airlines have amply demonstrated that speed attracts passenger traffic. 
We cannot compete with the airlines on speed alone, but the combination of a 
10-day crossing to Japan and the comforts of ship travel will attract traffic. 

We should keep abreast of, or ahead of, if possible, the plans of our competitors 
in the matter of speed of vessels. 

While the Orient Line serves on the southern route in the Pacific, it is reported 
that the new vessel they plan to build will have a speed of 27 knots. 


ATTACH MENTS TABLES AND CHARTS 


1. Table showing details of transpacific passenger traffic 1951-56. 

2. Chart showing growth of transpacific travel. 

3. Chart showing pattern of changes in income brackets in the United States. 

4. Table showing division of prewar passenger traffic by Orient country, in- 
cluding Shanghai. 

5. Table showing growth of population in the United States and relationship 
to travel as gauged by United States passports issued. 

6. Chart showing growth of volume of United States passports issued com- 
pared with growth in United States population. 

7. Chart showing the growth of total overseas air travel between the United 
States and foreign countries and the effect of air tourist class service. 


SeEcTION No. 1 
REVIEW OF PASSENGER TRAFFIC BETWEEN PACIFIC COAST/HONOLULU AND THE ORIENT 


Attachment I is a table summarizing transpacific passenger traffic to and from 
the Orient during the 5-year period 1951-55. Previous reports contain details of 
traffic by carrier, by month, by class, and by port. 

Our records of the volume of passenger traffic across the Pacific begin with the 
year 1921. In the years 1923 and 1924 total travel across the Pacific (i. e., both 
directions) approached the 80,000 mark ; these 2 years having the biggest volume 
of the prewar period 1921-41. By 1988—40 transpacific traffic had settled at about 
40,000 to 42,000 a year, the decrease being principally due to the decline in Asiatic 
steerage because of immigration restrictions and, coupled therewith, the dis- 
continuance of the use of Philippine labor in the Hawaiian sugar fields. Al- 
though transpacifiec air service was started in October 1936 there were still only 
a few hundred passengers crossing the Pacific annually by 1940. In 1940 the 
passengers crossing the Pacific by sea patronized the three classes available in 
the following proportions: 


Percent 
wee CM es Dacentisuihes ft . $0 se 26 
Second or tourist class Li ee ab BAL we S SARA OL sk a aE 23 
Third or steerage class______- natsiene al climes debate ae 51 


In 1955, for the first time, we see that the 1921-41 record has been ex- 
ceeded inasmuch as total transpacific passenger travel in 1955 (both directions, 
by sea and by air) came to 91,510; an increase of 25 percent over the 1954 total 
of 73,362. Ship travel in 1955 totaled 28,915 passengers versus 27,950 in 1954, 
representing a small increase only, due to the fact that, in general, the ships 
serving the Orient have been operating at or near their capacity since 1953. Air 
travel in 1955 totaled 62,595 passengers versus 45,412 in 1954, an increase of 38 
percent. The few 1956 figures available appear to indicate that air travel is 
continuing to increase at about this same rate, although the data available is by 
no means sufficient to be conclusive. 


AIR VERSUS SEA 


In 1951 the airlines carried 52 percent of the total transpacific passenger traffic. 
The airlines’ share has risen since then to 68 percent in 1955. Conversely the 
ship iines’ share has decreased from 48 percent in 1951 to 32 percent in 1955, 
even though the quantity of ship travel has increased in that period. 








EE 
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APL SHARE 


In 1951 APL carried 82 percent of the sea traflic and 40 percent of the total 
traffic. In 1955, in spite of carrying more passengers, APL share of sea traffic 
was 69 percent and of total traffic 22 percent. APL’s percentage of sea traffic has 
been affected by the resumption of limited operations by the NYK with the return 
to transpacific service of their Hikawa Maru in the latter part of 1953, and the 
addition of various nonconference Japanese freighters on the route whose carry- 
ings are not known but have been estimated in the tabulations. 

In the prewar years, APL (and predecessors) usually obtained from 25 to 3¢ 
percent of the total transpacific traffic, and this was at a time when our com- 
petition consisted of surface carriers like ourselves. Since we are now the only 
liner operator to the Orient (apart from the limited service afforded by 
N. Y. K.’s prewar Hikawa Maru), a 22-percent share of total 1955 traffic does 
not compare at all favorably with our prewar performance, but the limiting 
factor has been lack of space to sell. 


SHIP TRAFFIC BY CLASSES 


There is virtually no tourist-class space offered today by transpacifie ships. 
Whereas there were relatively few passenger-carrying freighters in prewar 
days, there are many such ships now, and their carryings (7,268 passengers in 
1955) may be considered as corresponding to the former tourist-class traffic. 
The reason is that these freighters offer the only medium-priced accommoda- 
tions that are available by surface carrier. On this basis the 1955 traffic by 
ships consisted of 28 percent first class, 25 percent middle or tourist class, and 
47 percent third class. The shift in these percentages from those existing in 
1940, as shown above, is small and in any case is subject to distortion from 
what would have been the case if we had had ship space to offer the increasing 
demand. However, the changes shown would appear to indicate a growing 
demand for first- and tourist-class space and a lesser demand for third class. 
We believe that this is so and that this trend will continue. 

Insofar as economic conditions in the United States are concerned, and un- 
questionably this has a direct bearing on the subject of transpacific passenger 
traffic, an article in Nation’s Business of June 1956, in describing expected 
changes in the purchasing power of United States population by 1965, states 
that “more people will move to higher brackets” of income. The biggest change 
expected is in the class of families and individuals in the over $10,000 a year 
income bracket. The article states that in 1956 a total of $90 billion of per- 
sonal income, or 28 percent of all personal income, goes to 4,400,000 families and 
100,000 persons not in family units in the $10,000 a year and over category. By 
1965 this $10,000 a year and over group is expected to consist of 8,800,000 fami- 
lies and 200,000 unattached individuals who will receive $185 billion income, or 
40 percent of total personal income. We see a double effect here. First, we 
have the natural increase in population which, by itself, should mean that there 
would be more people in a given income bracket by 1965; and second, we have 
a shift of people from lower to higher income brackets. In 1956, the number of 
family units and unattached individuals with less than $5,000 a year income is 
stated to be 24 million; by 1965 this group is expected to have declined to 19 
nillion. Again, demonstrating the shift to higher incomes, the “over $5,000" a 
year figure in 1956 comprises 28.5 million (families and individuals) whereas 
by 1965 it is expected that this group will comprise 41 million. Attachment No. 
3 is a chart showing further details of these changes. 

The impact of these changes will inevitably be reflected in increased travel in 
general and in increased travel in the Pacific. 


INCREASE IN TRAVEL 


Several factors point directly to a continuing increase in passenger traffic, 
and at an accelerating rate. Among these factors are: 

1. Phenomenal increase in population in the United States. As of April 

1, 1956 the population of the United States is approximately 167,500,000. 
This is an increase of some 16 million since the last official census of April 

1, 1950. By 1965 it is expected that our population will be in the neigh- 
borhood of 190 million and by 1975 some estimates have been made running 

as high as 228 million. It is interesting to note, also, that almost all of the 
population forecasts made in the last 10 years, including those made by the 
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United States Census Bureau, have been materially exceeded by the actual 
figures as time goes on. 

2. The trend toward fewer people in the lower income brackets and 
more people in higher income brackets, as noted above. 

3. The trend toward an increase in the average span of life which means 
that there is an increasing percentage of total population who have reached 
the age when they have time for travel. 

4. The shift in population from the eastern part of the United States to 
the West. The present trend indicates that California will supplant New 
York as the most populous State in the early 1960’s. This should particu- 
larly benefit travel in the Pacific. 

5. Cargo tonnage in the Pacific is increasing. Increased trade brings 
increased passenger business for the simple reason that it takes people to 
handle the transactions involved. 

6. The possibility of the resumption of trade with China. Comments 
will be made on this subject in section No. 2 of this report. 

The actual figures on transpacific traffic in the past few years, as shown in 
tables attached to this report, offer evidence of the growth that is taking place. 
A straight-line extension of the 1951-55 traffic totals would indicate a figure of 
159,000 transpacific passengers in 1961. In one respect this figure is too high as 
it does not take into account the stairstep rise in the overall level of traffic that 
occurred with the introduction of tourist class air fares in 1954. In other words 
this was a one-time factor in raising the general level of traffic totals and while 
the stairstep effect of air tourist fares in 1954 over 1953 was repeated in 1955 
over 1954, it should not be expected that this can be repeated year after year. 
To explain this in the actual traffic figures, in 1952 air traffic, all first class 
amounted to 31,000 passengers, in round figures. Air traffic in 1954, without 
the introduction of tourist class could be expected to have been about 36,000 or 
so, but was actually 25,000 in the first class and 20,000 in tourist class. It may 
be said then that in 1954 tourist class air service derived 11,000 passengers by 
diversion from first-class air and 9,000 passengers by penetration of a field 
hitherto untapped which was attracted to the new service. Again in 1955, if 
there had been only first-class service on the airlines, air traffic might have been, 
say 40,000. Actually 1955 air traffic was 25,000 first-class and 38,000 tourist 
class, so it may be said that the tourist air service had derived 15,000 passengers 
by diversion from first-class air and 23,000 from new business. It should be 
noted that air tourist fares were in effect during 9 months only of 1954, and it 
is recognized that other factors are involved, such as the diversion of Japanese 
nationals to the newly established Japan Air Lines. However, the figures quoted 
do show the large and immediate effect of the introduction of a new, moderately 
priced method of travel across the Pacific. 

Recognition of this factor would indicate that the straight-line projection of 
traffic should be pulled down to a takeoff point in 1955, after the initial effect 
of the air tourist fares became effective, and parallel to the increasing trend 
that existed prior to this new element. Such a projection produces a 1961 point 
of about 136,000 passengers a year. 

We have described above, a condition for lowering the first estimate of 159,000 
passengers in 1961. We need now to mention several factors which will have 
a contrary effect. 

1. Any new service creates traffic. The Compagnie Generale Transat- 
lantique, in lengthy deliberations regarding the construction of a new super- 
liner for the Atlantic trade, made due note of the fact that the very fact 
of introducing a new liner would create additional travel. This is equally 
applicable to what may be expected to result from introducing new liners 
into the Pacifie trade. 

2. Suiting the accommodation offered to what the public wants is a potent 
stimulus to traffic. This was dramatically demonstrated by the airlines 
when they offered a medium-priced method of travel in the Pacific, as shown 
in the figures previously given. We have long advocated that our company 
endeavor to eater to the middle-price type of passenger, as is contemplated 
in our present vessel construction plans. 

3. We may expect an additional stairstep rise in air traffic with the 
introduction of jetplanes. As an example of the trend in transpacifie air 
travel, Japan Air Lines have announced that in December 1957 they expect 
delivery of 4 DC~-7C’s ordered from Douglas Aircraft with which they 
state that the flying time from San Francisco to Tokyo will be reduced 
from the present 25 hours to 17 hours. Japan Air Lines has contracted 
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for additional DC-—7C’s to be delivered to them by April 1958. Then, in 1960, futu 
Japan Air Lines expect to have 4 Douglas DC-8 jetliners which will reduce tion 
the San Francisco-Tokyo flying time to 8 hours. sian 


When the transpacific airlines put jetplanes into operation across the 3. 
Pacific we may expect a further stimulus to transpacific travel and, while 


“om 
the jetplanes will primarily benefit the air carriers, it is also true that = 
increased traffic by air carriers in particular will redound to the benefit to a 
of all carriers in general. Stat 

4. There are several reasons for expecting transpacific travel to increase carl 
in geometric proportion rather than in simple arithmetical proportion and via 
these include the factors of increasing population, shifts to higher income allo 
brackets means to travel, shifts to higher age brackets time to travel, in- Ath 
creased trade, etc., as previously mentioned. Accordingly, our previous to 2 
estimate of 150,000 transpacific passengers by the year 1961 seems to be peo! 
consistent with the known indicators, and this is based upon serving the Eur 
Orient areas presently open to communication. T 

tail 
Section No. 2. THE CHINA SITUATION 
The question arises—when will trade (and travel) be resumed with China? 
What effect will this have on transpacific travel? 
When we consider China in this regard we are in effect considering Shang- 

hai inasmuch as Shanghai always was, and presumably will be in the future, 

China’s link with America, with the important exception of the Cantonese 

traffic that moved via Hongkong. Shanghai was never an important source of 

third-class traffic. It is true that in the post war years when we called at 

Shanghai with the troopers General Meigs, General Gordon, Marine Lynx, etc., — 

we did carry many thousands of passengers in third class to and from Shanghai. 

but this was a case of emergency-type vessels catering to emergency-type traffic, rive 

and had no counterpart in our prewar operation, nor is it expected to in future NY 


operations. 

Passenger traffic between Shanghai and the Pacific coast consisted normally 
of first-class and second-class/tourist class passengers. In the period 1930-37, 
of the total travel between continental United States of America and Asia, 21 
percent moved through Shanghai. The distribution of 1930-37 first- and second- as 
class traffic by country in Asia is shown in the table attachment No. 4. 


Postwar traffic with Shanghai from the time commercial service was resumed ad 
in 1947 until the spring of 1949, when the Communists took over control, is not de 
dealt with in this review as it is considered that it would not contribute to the th 
study. There was a large movement of passengers to and from Shanghai, but th 
a great portion of it was the aftermath of World War II and consisted of the fr 
transporting of refugees, displaced persons, internees, et cetera, et cetera. 

It should be mentioned that a number of important sources of prewar pas- in 
senger traffic originating in Shanghai are no longer in existence. Some of al 


these may be expected to be revived when China trade is resumed and some G 
may not. 


Among the former sources of traffic in Shanghai which we do not expect to 


© 

exist in the case of resumption of China trade are: be 

1. Missionaries. In Julean Arnold’s book on China, published as No. 38 of a 
the United States Department of Commerce trade promotion series, it is stated 

that there were in China 12,530 American citizens, of whom one-half were mis- ti 


sionaries. In the missionary population were 2,500 women, 1,500 men, and 2,100 
children. It is true that this book was published in 1926 and the data refers F 
to the year 1923, however the figures are representative of normal prewar times. 


b 

As stated in our Report No. 44 dated June 5, 1956, subject Trade with China, d 
any resumption of trade relations with China which may occur in the next few S 
years is expected to be with China as a Communist country. Experience thus T 
far with Communist regimes would point to the exclusion of foreign i 
missionaries. a 


2. Prior to the Communist regime which took over control of Shanghai in 
the spring of 1949, and to an even greater extent in prewar years, many key 
positions in the Chinese Maritime Customs, the Chinese Post Office, the muni- ] 
cipal utility systems (electricity, gas, water, telephone), the Salt Gabelle, the 
police department, the river police department, the Shanghai Municipal Coun- 
cil, et cetera, et cetera, were held by foreigners including many British and 
Americans. These people with their families, were on home-leave basis and 
traveled regularly to their home countries. It is conceivable that Communist 
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China may avail themselves of the advice of some foreign technicians in the 
future, but it is not conceivable that they will allow foreigners to occupy na- 
tional and municipal positions as was the case before (exception—Soviet Rus- 
sians—of no interest in this traffic study). 

3. In prewar days, which as we have stated, should be used as a basis for 
comparison in a review of China (Shanghai) passenger traffic, we and other 
earriers enjoyed a goodly quantity of traffic of European nationals traveling 
to and from Europe via America. Jointly with the railroads across the United 
States and Canada and with the transatlantic steamship lines, the transpacific 
earriers quoted through fares which were competitive with the cost of passage 
via Suez. In order to arrive at this competitive level the transpacific lines 
allowed a 20 percent reduction in tariff fares, the railroads 15 percent, and the 
Atlantie lines 30 percent. The combination of these reduced fares, converted 
to and quoted in sterling was competitive with the Suez sterling fares and many 
people were attracted by the opportunity to visit America en route to their 
European homes. 

The importance of this traffic may be illustrated by the following figures per- 
taining to transpacific traffic from the Orient in 1936. 


Eastbound transpacific trafic, 1936 


| Through to Europe | Percentage of through 
Total transpacific 











| 
| 
| | portion | to Europe portion 
he pry oe +f ae, Bn £2.) va rterss 
Ist class | Tourist Ist class Tourist | Ist class Tourist 
class ~ | class | class 
soiiiantclee a deteetalsiitiibciey selec Meat eatinhal et ai bh 
| | Percent | Percent 
Dollar Line.......-- eee 2, 024 1, 651 287 | 326 | 14 | 20 
Canadian Pacific............-. 1, 741 1, 424 930 | 591 53 41 
Cy 1 choise 1, 658 1, 587 520 | 285 31 18 
at dciawuniawamineod 5, 423 4, 662 1. 737 1, 202 30 23 


Of course only a poriton of the above traffic was from Shanghai inasmuch 
as these figures are for the entire Orient, but they represent a former source of 
traffic that no longer exists. The principal reason that we can no longer partici- 
pate in this traffic is that rising costs in United States dollars coupled with 
devaluation of the pound sterling in terms of United States dollars have widened 
the gap between quotations in fares. Today a minimum first-class ticket from 
the Orient to San Francisco costs approximately the same as the entire trip 
from the Orient to Europe via Suez. 

4. Whereas trade was formerly carried on in China by individuals represent- 
ing companies, and staffing company branch offices, it may be expected that if 
and when trade is resumed it will be with semigovernmental organizations or 
Government-controlled organizations on the Chinese side (see our memorandum 
dated May 25, 1956, subject Trade With China, listing the presently known 
Communist China trade organizations), and it may be expected that there will 
be some restrictions placed on the number of American business representatives 
and their activities. 

5. In prewar days the United States Navy’s Asiatic Fleet was regularly sta- 
tioned in North China waters in the summertime, and a cruiser of the Augusta 
class, as well as the Yangtze patrol gunboats, were maintained in Shanghai. 
From the complement of these ships we derived a steady flow of passengers 
between Shanghai and the United States consisting of officers, whose tour of 
duty on the Asiatic station had expired, and were returning to the United 
States with their families, as well as replacements being brought out from the 
United States with their families. There were United States Navy transports 
in operation and they carried the bulk of the enlisted traffic and officer and 
dependent traffic in accordance with their capacity, but there was sufficient 
overflow to contribute substantially to our carryings. 

6. Formerly the United States consulate general in Shanghai was the 
largest United States consulate general in the world in point of numbers of 
staff. One may doubt that this will be so when relations are resumed with 
Communist China. 

7. It is seriously doubted that Communist China will permit Chinese students 
to come to the United States to take 4-year university courses to become ac- 
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quainted with American culture. The student movement used to furnish us 
with several hundred passengers a year in each direction to and from Shanghai. 
It may be expected that Communist China will allow some of their nationals to 
come to the United States for short courses of technical training in industrial 
processes which they cannot obtain elsewhere. 

Noted above are varieties and sources of passenger traffic that may not be 
expected to be available, at least initially, upon resumption of calls at Shanghai. 
They are substantial items on the debit side. On the credit side, i. e., what 
traffic may be expected, we would list the following : 

American diplomatic and consular staffs involved in the resumption of 
relations with China. Perhaps their families would not accompany them 
initially, but would follow later. 

A limited number of representatives of American companies to engage 
in trading relations with China. 

Representatives of American steamship and airlines, including executive, 
operating, and traffic personnel. 

Technical advisers to the extent that they would be desired by and per- 
mitted by the Chinese Government. 

Chinese business representatives coming to the United States. 

Chinese diplomatic and consular representatives. 

Chinese technical people coming to the United States for instruction. 

Ordinary Chinese travelers coming to the United States purely for per- 
sonal reasons. We believe it may be safely predicted that traffic of this 
nature will be greatly restricted, at least initially, because of Chinese govern- 
mental control of needed foreign currencies, if for no other reason. 

In summary, it appears that passenger traffic destined to and originating in 
Shanghai will be of small proportions for some time to come after trade relations 
are resumed. 

We are dealing here only with the reopening of China as a Communist country. 
Any speculation as to what the conditions would be if we resumed trade with 
China under a democratic government would appear to be far enough removed 
from present conditions as to be unnecessary. 

In any case, the reopening of China under a regime and conditions differing 
from those that presently exist in China, would necessarily be preceded by a series 
of events which would indicate changes, and these events would be the signal for. 
and provide the clues to, revisions in planning for resumption of trade under 
different circumstances. 

Resumption of trade with China would increase transpacific travel in two other 
respects, one of which has to do with putting our vessels into Shanghai, and the 
other one does not. 

If our vessels were to call at Shanghai this would increase the attractiveness 
of the Orient cruise, even if passengers were permitted to see no more of China 
than Shanghai itself. Shanghai was always a great tourist attraction. Some 
of its bright lights and gaiety, shopping bargains, international restaurants, horse- 
racing, dogracing, jai alai, nightclubs and orchestras will no longer be there 
but the inclusion of a call at Shanghai should increase demand for Orient cruise 
space. 

The other effect of resumption of trade with China which does not have to do 
with putting our vessels into Shanghai, is the increased traffic that could he ex- 
pected between the Canton area and the Western Hemisphere, and this traffic 
naturally moves through Hong Kong. 

The great majority (probably at least SO percent) of Chinese in the United 
States, Canada, Mexico, the Caribbean, et cetera, are Cantonese, having come from 
Canton or towns and villages in the vicinity of Canton. By reason of family ties 
and language, a trip back to China means, to them, a trip to the Canton area. 
Since the advent of the Communist regime in China, there has been very little 
travel of this sort for a number of obvious reasons. Merely the absence of diplo- 
matic representatives alone is sufficient to deter travel due to the resulting lack of 
facilities to process the documents required for traveling. Even in Hong Kong. 
a crown colony of Great Britain with whom diplomatic relations exist with 
Communist China, travel to and from Canton is. greatly restricted by the Hong 
Kong government to prevent overcrowding of the colony’s limited facilities to 
accommodate a large population increase. 

It may be assumed that resumption of trade with China would be accompanied 
by provisions that would allow Chinese travelers to go and come through Hong 
Kong, and increased traffic could be expected. Here again, it should be kept 
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in mind that travel originating in China may be expected to be subject to 
restrictions imposed by the Chinese Government in order to conserve the foreign 
currencies required by the traveler for his tickets and other traveling expenses. 
This obstacle will likely be overcome by reason of the necessary funds being 
supplied by relatives living in the Western Hemispere. It may also be expected 
that, initially, there may be some diffidence on the part of overseas Chinese to 
make a trip to China until they see how the new deal works; in other words, 
whether they would be free to leave China at will and without being subjected 
to financial penalties. 


ADDITIONAL PASSENGER TRAFFI PON RESUMPTION OF TRADE WITH CHINA 


For reasons outlined in the preceding paragraphs, it is believed that resump- 
tion of diplomatic relations with the Government of Communist China and the 
reopening of trade with that country would increase demand for transpacific 
passenger space, but only to a moderate extent for some years to come. We 
may have at some time used the phrase “resuming normal relations with China,” 
or at any rate we may have created an impression implied by this thought. 
Actually, so long as China is governed by a totalitarian regime dedicated to 
communism of the Soviet brand and to the imposition of that way of life on the 
rest of the world, there can be no normal relations. In 40 years of experience 
with the Soviets we have not achieved normal relations. 

On the basis that, if trade with China is made possible, our trade-route 
description and subsidy contract provide for calls at Shanghai, we may expect 
that our vessels will call there and receive some passenger-traffic support. For 
so long as we have only our present fleet it would appear that one of the prin- 
ciple factors which would determine the number of passengers we could handle 
in and out of Shanghai would be the space limitations imposed by the fact 
that we are presently operating near capacity 

For the effect that China traffic may have on passenger capacities in our 
vessel-construction plans, we need to look beyond the conditions that may be 
expected to follow the resumption of China trade, which latter event is itself 
unpredictable as to time. Two alternatives present themselves. Either to 
plan our future vessel capacity with no allowance for China traffic, or to include 
in our plans a capacity allowance for future China traffic 

At this time we believe that within the 20-year life of vessel construction 
now contemplated, such an allowance for future China traffic should be no 
more than 10 percent under optimum conditions, and in the nearer range of 
time, when China trade is resumed, would range from a small amount of traffic 
to possibly 5 percent. 

SECTION No. 3 


A METHOD OF ESTIMATING WHA I Vo! ME OF TRANSPACIFIC PASSENGER TRAFFIC 
WILL BE IN 1961 


In this section we will develop further estimates of the volume of trans- 
pacific passenger traffic for the year 1961, the year in which our superliner or 
superliners may be expected to enter into the transpacific service. Herein, as 
elsewhere in reports on transpacific traffic, we mean passenger traffic from the 
Pacific coast and from Honoluln to the Orient and vice versa. The term 
“Orient” is intended to include Japan. Korea, China, and the Philippines plus 
fringe areas such as Indochina, Thailand, and Singapore. 

The estimates developed in this section will be based upon certain known 
guidelines, such as the population of the United States, the number of United 
States passports issued and renewed, ete 

The table in attachment No. 5 shows population of the United States in each 
year since 1920. Population figures for 1920, 1930, 1940, and 1950 are official 
census figures. Figures for the intervening years were derived from a straight- 
line interpolation. Data on number of United States passports issued and re 
newed in each year is as compiled by the United States Department of State 
Passport Office. Data for the war years 1942-45 and for 1946 has been omitted 
as it is considered to be irrelevant 

Kstimates of the volume of transpacific passenger traffic to be expected in 
1961 have been submitted previously, and are also dealt with in other sections 
of this report. This section will develop data on 1961 traffic along different 
lines in order to furnish a check on the estimates previously made. 
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UNITED STATES PASSPORTS ISSUED, AS A GAGE OF OVERSEAS TRAVEL 


The volume of United States passports issued is closely related to the volume 
of overseas travel, to and from the United States, whether the travel is for 
pleasure or for business reasons. It cannot be said that the relationship is an 
exact parallel, because such is not the case, however many of the underlying 
causes of fluctuations in the one set of figures have similar effects on the other. 
The following examples will show evidence of this relationship. 

In the 5-year period, 1950-55, the volume of United States passports issued 
rose from 299,665 in 1950 to 528,009 in 1955, an increase of 76 percent. During 
this time total sea and air travel across the North Atlantic, a major sector of 
overseas travel, increased from 1,012,565 passangers in 1950 to 1,652,269 in 
1955, an increase of 63 percent. Similarly, during this period total sea and air 
travel across the Pacific increased from 51,367 passengers in 1950 to 91,510 
passengers in 1955, an increase of 78 percent. 

These figures on traffic which includes both United States citizens and aliens 
do not tally exactly with the curve on the volume of passports issued, however 
the lines are sufficiently similar to indicate that the overseas travel shown 
does move in a volume proportionate to the volume of passports issued in the 
United States, and it is expected that this relationship will continue to exist. 

We recognize that figures on overseas travel include the movement of aliens 
who are not reflected in the figures for the issuance of United States passports, 
however, in a general way, the volume of United States passports issued does 
reflect conditions which enable people to travel abroad from the United States, 
or induce others to travel to the United States. Economic well-being in this 
country promotes travel both from this country and to this country. Depression 
in this country has the opposite effect on both movements. A broadening of 
foreign areas accessible to American travelers should increase travel of United 
States citizens to those areas, and of aliens from those areas. 

Accordingly we will endeavor to use figures on United States passports issued 
as a gage of travel in general and of travel in the Pacific in particular. 


VOLUME OF UNITED STATES PASSPORTS ISSUED AS RELATED TO UNITED STATES 
POPULATION 


The number of passports issued to American citizens is related to the popula- 
tion growth in this country. Population growth is the result of natural increase 
and the net immigration of aliens. Other factors enter into the relationship of 
United States passports issued compared with the population of this country. 
For example, the increasing proportion of Americans in the middle and higher 
income brackets (means for travel) and the increasing proportion of those in 
the higher age bracket (time for travel); the general upward trend of this 
country’s economy; the broadening of relationships between this country and 
other countries of the world. Were it not for factors of this type, the passport 
volume might be expected to increase in arithmetical proportions to population 
growth. Because of these factors, passport volume has increased, and may be 
expected to increase in geometric proportion to population growth. Accordingly, 
in the application of this data to our projections for the future, we have an 
inherent built-in allowance for the effect of some of these factors. 

As has been indicated, the volume of passports issued is, in general, increasing 
at a higher rate than our population, and this has been particularly true in the 
past few years. The percentage of passports to population is shown in the table 
in attachment No. 5 for the period 1921-55. The war years 1942-45 and the 
immediate postwar year of 1946 are not shown because, as stated, data for these 
years is nct considered relevant to this study. 

The table shows a slow steady climb in the percentage rate from 0.1282 in 1921 
to 0.1655 in 1930. The fact that depression in the United States developed an 
opposite trend is shown by the decline to 0.0853 in 1933 but thereafter the rate 
rises steadily to 0.1303 in 1987. World War II and the events leading to it are 
clearly reflected in the period from 1938 onward. By 1947 the rate of passport 
issues to population was 0.1396 and has risen steadily since then, barring a 
downward jog at the time of Korea, to 0.3200 in 1955. 

These figures indicate a continued rising trend if we do not have economic 
disasters or hostilities, and neither of these catastrophes appear to be likely at 
this time. We need then to estimate how much this factor may be expected to 
have increased by 1961 in order to develop what the 1961 passport volume will be 
in accordance with 1961 population. 
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In the postwar period from 1947 to 1955, the percentage factor, as shown in the 
table, rose from 0.1396 to 0.3200, an increase of 0.1804 in 8 years, or an average 
of 0.02255 per year. This rate of increase has been closely followed in the most 
recent years, as the rate of increase from 1952 (after recovering from the Korea 
low in 1951) to 1955 has averaged 0.02243 per year. 

The latter figure, being slightly lower is used in the following calculation: 





Percentage of passports issued to population, 1955_....._._._____------ 0. 32 
(Annual average increase per year 0.02243.) 
Increase, 1961 over 1955, 6 years at 0.02243 per year_________-__--____- 0. 13458 
ETO ee. DOLCODERRD. SOU BI cic iw ccissnccmwicicmimmumiciimmmiaion _. 0. 45458 


In order to apply this factor, we need to examine population data. 
POPULATION OF THE UNITED STATES 


We have previously reported estimates of population growth in the United 
States, in our report No. 16 dated March 8, 1955. Since that report was made, 
other estimates on population have been examined, and we find that they are 
usually running along with, or a little ahead of, the estimates that we compiled, 
The population of this country in 1955 is currently estimated to have been 165 
million, and by 1961 the population will be at least 179 million. Some estimates 
indicate that the 179 million figure will be reached by 1960, but, in any case, 
it should be reached by 1961, and we will base our calculations accordingly. 


VOLUME OF UNITED STATES PASSPORTS IN 1961 


Application of the calculations made in the preceding paragraphs indicates 
that the volume of United States passports in 1961 will be 0.45458 percent of 179 
million or 813,698. We need now to translate this result into figures for trans- 
pacific passenger traffic in 1961. 


RELATIONSHIP OF VOLUME OF UNITED STATES PASSPORTS ISSUED TO TRANSPACIFIC 
PASSENGER TRAFFIC 


We have examined the relationship of transpacific passenger traffic figures to 
volume of United States passports issued in the period 1950 to 1955. In this 
comparison, we are not using prewar data, nor data for the immediate postwar 
years, because it is believed that Pacific travel is more closely related to travel 
in general than was the case in the past. We believe that, in the past 6-year 
period, Pacific travel has generally shown the result of the same influences that 
have affected travel in general. To demonstrate this, we show, in the table below, 
comparisons between passport issues, North Atlantic total sea/air travel, and 
transpacific total sea/air travel, 1950 to 1955. To reduce these 3 elements to a 
common standard for comparative purposes, an index has been compiled for each 
element, With a base of 100 for each of the respective 1950 figures. 


Year Atlantic Pacific Passports Atlantic Pacific Passport 
passengers | passengers index | index index 
1950__. 1, 012, 565 51, 367 | 299, 665 100 100 100 
1951... 1, 066, 733 46. 090 290, 407 105 90 97 
1952. 1, 289, 554 57, O12 395, 337 127 111 132 
1953__- 1, 414, 608 60, 522 418, 170 140 118 139 
1954___ 1, 516, 504 73, 362 452, 049 150 143 151 
1955... 1, 652, 269 91, 510 528, 009 163 178 176 


It will be seen that the level of travel to and from the Orient lagged behind 
the general index of passports issued, and lagged behind Atlantic travel, until 
1955, when Pacific travel pulled ahead of both of the other indexes. While the 
Pacific-travel index exceeded the other two indexes in only the 1 year, neverthe- 
less, we believe that this is significant and indicative of the future. The com- 
bined effect of new facilities for transpacific travel, such as the addition of new 
ships with more capacity to offer and with a better variety of capacity to offer; 
the efforts of the Pacific Area Travel Association to promote Pacific travel, the 
shift to the West of United States population—factors such as these entitle us 
to look for an added growth factor in transpacific traffic. 
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In order to estimate this growth factor, we show in the table following a per- 
centage relationship between passports issued and total Pacific travel, 1950-55. 
We may again note that it is recognized that Pacific-travel figures include aliens 
as well as citizens ; however, as noted previously, we believe that influences under- 
lying increases and decreases are, in a general way, common to both the passport 
figures and the traffic figures. 


| | 
Year 'United States} Transpacific | Percentage 





passports traffic 
Pi isisdin dent haksidueieeen ne bina 6s binena dna ss ale 299, 665 51, 367 17.14 
Di onlivincsncspphnageatbctteenismnd densdeevdeeensoennn 290, 407 46, 090 15, 87 
chee biancontaiai ici hase ttd inka talk inset elec habia tsi iecaniiiaai age tian oc 395, 337 57, 012 14, 42 
SI Soleil cialis cipss cs ectotepsanilctncoieran ere soarusiptncasanbaiscaae cogmalnca in mee 418, 170 60, 822 14. 54 
Se eicaglinscsiatena cians cidediaitshinteienielinin ds tiated iakdaiinddcts alicia lain wditaha 452, 049 73, 362 16. 23 
Pah acntieigl atkins aiaiaeaakgiienenheagcanniiy nbd eients 528, 009 91, 510 17. 33 





The net growth of the above percentage factor, from 1950 to 1955, is small, 
amounting to 0.19 in 5 years, or 0.038 per year. In the most recent years, the 
rise has been greater. Examining the 1952-55 period, as we did in the case of 
passports versus population, we find that the increase in the factor shown in the 
above table averaged 0.97 per year. The indicated growth factor in the Pacific 
lies somewhere between these two figures, insofar as the volume of Pacific travel 
is related to the volume of United States passports issued. 

Even without the stimulus of the added facilities of air-tourists service in 
1954, the 1953 factor of 14.54 had already shown an advance of 0.12 over the 
1952 factor of 14.42, which was the low point resulting from withdrawal of the 
trooper capacities after 1950 and the effect of the Korea incident. 

We believe that by 1961 the average increase will have been a minimum of 0.20 
per year. On this bases, the estimate of 1961 transpacific traffic can be related 
to passport volume, as follows: 





Percent 
as in a a acheter ea hs cic ce nic aiken ca 17. 33 
Increase in 6 years, 6 times 0.20 percent_______--_--_____-_~ siege Nasiba nad 1. 20 
al at etnies al a ainda me apintgiconieae 18. 53 


We now have a formula for estimating 1961 traffic. 


ESTIMATE OF 1961 TRANSPACIFIC PASSENGER TRAFFIC 


In accordance with the theory developed in this section, and the application 
of the factors developed in this discussion, we derive a figure for 1961 transpacific 
pasenger traffic of 150,778 pasengers. Detail of the calculations producing this 
figure are as follows: 


Estimated 1961 population of the United States__._._.__.__._.....__-__ 179, 000, 000 
Factor for relating passport issues to population________-_________ 0. 0045458 
nee UI TO gee hd acrminieesectenieeh ow madonna 813, 698 
Factor for relating transpacific travel to passports__._._-........-__ 0. 1853 
Projected volume of transpacific travel__...--..........-...__.._. 150, 778 


There is, of course, room for disagreement with the exact factors used in ar- 
riving at this estimate; however, we believe there is validity in the general 
principles involved. Allowance has not been made for unknown and unforeseen 
catastrophes ; however, a feature of the estimate is that it is the result of dealing, 
to some extent, with averages, and that actual figures from year to year vary 
above and below the trend without detracting from the validity of the predicted 
average. 

It may be noted that the figures derived by the method used in this section agree 
closely with other calculations regarding the volume of transpacific passenger 
traffic to be expected in 1961. 
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Section No. 4. Division oF TRANSPACIFIC PASSENGER TRAFFIC BETWEEN 
SURFACE LINES AND AIRLINES 


AIRLINES PERFORMANCE IN THE PACIFIC 


From the start of transpacific air service until December 7, 1941, the total num- 
ber of passengers crossing the Pacific by air was 2,337—a very small fraction of 
the total travel. After the war the airlines got off to a slow start in reverting 
equipment to commercial operations and in 1947 the total air carryings across 
the Pacific amounted to some 7,000 passengers. By 1948 air traffic had risen 
to 17,000 and has risen rapily since to over 62,000 in 1955 as shown in tables 
attached. 

In recent years, the airlines’ share of total commercial traffic across the Pacific 
has risen from 52 percent in 1951 to 68 percent in 1955. It is to be noted, however, 
that the airlines’ share of 52 percent in 1951 moved only to 54 percent in 1952, 
and was again 54 percent in 1953. 


EFFECT OF AIR TOURIST CLASS 


In section No. 1 of this report we estimated that, without the introduction of 
air tourist class, the transpacific airlines’ carryings in 1954 could have been ex- 
pected to be about 36,000 passengers and in 1955 about 40,000. On the basis of 
ship capacities being as they were in those 2 years, and on the assumption that 
there was no air touist service in the Pacific, the division of traffic between sea 
and air carriers would be: 








, Sea Air 
Year 
Passengers Share Passengers Share 
Percent P 
TE concanchnnesnss channasemesnhgentaesbnnatl 28, 000 44 36, 000 ares 56 
Be vadcncecwcncdcnudeudsssweeseandécsbuncénons 29, 000 42 40, 000 38 





These theoretical approximate figures indicate in some degree the relative 
drawing power of the airlines as air carriers and their drawing power as the 
furnishers of a middle price passage not available on the ships. 

Put in another way, by the time the air carriers reached a penetration of total 
transpacific traffic of 54 percent in 1952, the surface carriers were operating at 
near capacity. Total travel in 1953 was 7 percent greater than in 1952, but the 
air/sea division of traffic remained the same in 1953 (54 percent air, 46 percent 
sea) as it had been in 1952. However, by 1953 surface carriers were operating 
close to capacity ; thereafter the airlines have captured the new traffic engendered 
by the air tourist service plus the natural increase in traffic, and the quantity of 
traffic (as opposed to the share of traffic) being carried by the surface carriers 
has remained the same. This would indicate that the airlines’ drawing power 
was about 55 percent of the total, without the benefit of air tourist, and it would 
Seem that this balance might be expected to be restored, if and when the sea 
carriers provide sufficient accommodations to meet the demand for ship space 
and of the types wanted by the traveling public. 


AIRLINES SHARE OF ATLANTIC PASSENGER TRAFFIC 


In the North Atlantic trade, the price range of classes of accommodations 
offered by the carriers, and the volume of sea/air capacities available, have given 
the traveler sufficient choice to avoid the degree of distortion in traffic patterns 
that has existed for the last few years in the Pacific. The volume of waiting lists 
for passage in the President Oleveland/Wilson is sufficient evidence that more 
Passengers would travel across the Pacific by sea, if they could obtain accom- 
modations. Also the absence of a middle class of accommodation in our liners 
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has diverted traffic to other means of travel more nearly suited to their desires 
in the matter of cost, such as freighters and air tourist. 

The division of Atlantic traffic may be taken to more nearly represent the 
travelers’ choice on a purely sea versus air basis. North Atlantic passenger 
traffic has been divided between the sea and air carriers as follows: 


[Percent] 


| 
Year Air Sea Yeur Air ' Sea 
1948... 29 71 || 1952. ._. 35 | 65 
1949. _.. ‘ } 29 | 7 1063... | 37} 63 
1950... sti 31 | 69 || 1954... 38 | 62 
1951... ‘ igh nica | 32 68 1965. ... | 12 58 


During the summer season the Atlantic surface carriers could undoubtedly 
handle more tourist class passengers than they do, if they had additional tourist 
class capacity. However, in a general way, we believe that the percentages 
shown give a reasonably representative picture of the public’s past and present 
views regarding air versus sea transocean travel. It is to be noted that travel 
by air has been steadily increasing in favor. Here again, in the Atlantic, air 
tourist class has left its mark on the traffic pattern. Unlike the Pacific carriers, 
the Atlantic surface carriers have, in the period under review, always offered a 
tourist class service. The airlines introduced air tourist in the Atlantic trade in 
1952. From 1948 to 1951 the airlines’ penetration of Atlantic travel rose from 
29 to 32 percent, an increase of 3 percent in 4 years, or less than 1 percent per 
year. In the next 4-year period, 1951 to 1955, the airline penetration rose from 
32 to 42 percent, an increase of 10 percent in 4 years, or 2% percent per year. 
The effect of the air tourist class is plainly visible in these figures. 


COMPARISON OF ATLANTIC TRAFFIC PATTERN WITH THE PACIFIC 


These Atlantic figures may not be directly applied to the Pacific. In crossing 
the Atlantic where there is a choice of using a day for travel by plane compared 
with 5 days by fast ship, the relative time differential does not favor the plane 
to the same extent as it does in the Pacific where distances are so much greater. 
We can tend to narrow this difference, however, when we put transpacific liners 
into operation on schedules of 26 knots or better. 

Also we do have a factor favoring ship travel in the Pacific which does not 
exist in the Atlantic. In the Atlantic, both the ship and the plane (regardless 
of the relative merits and attractions each has to offer) are purely a means of 
getting from point A to point B. In the Pacific, so far as it concerns cruise 
travelers, we offer a combination of a means of crossing the Pacific to the 
Orient, plus a visit to the ports in the Orient at which we call, all in the same 
voyage. 

We will now examine the known results of air penetration in the relatively 
open market of Atlantic travel against what might be expected in the Pacific 
under similar conditions, that is with both sea and air carriers in the Pacific 
furnishing space of a type and quantity to cater to demand. We previously 
estimated that without air tourist services and with the limited sea capacities 
available in 1954 and 1955, air traffic in the Pacific could have been expected to 
be 36,000 and 40,000 passengers respectively. We have advanced the theory that 
the additional 9,000 passengers who traveled by air in 1954 and the additional 
23,000 who traveled by air in 1955 did so because of the tourist class price. 
When it comes to comparing air versus sea we will not claim that these 9,000 
and 23,000 passengers would have all traveled by ship tourist class had such 
accommodations been available by ship and not available by air, because some 
of them may not have had the time required for the longer trip involved in sea 
travel. However, since price appears to have been a major factor we will com- 
pare what the results would have been if tourist class had been available on 
both sea and air and we will assume that they would have patronized the two 
tvpes of carrier in the same proportion. 
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In round figures, results would have been: 


1954 1955 


Passengers | Percent | Passengers| Percent 


Sea - - . | 32, 500 | 45 | 40, 500 44 
Air.-- - ‘ , 40, 500 55 51, 500 56 


Total ; 73, 000 | ae | G8, 00 1k... 
| 


Opinions may vary this division one way or the other with resulting changes 
in the percentages, but it is indicated that the surface carriers, if they were 
in a position to supply capacity sufficient and suitable to demand, would now 
be carrying about 44 percent of the transpacifie traffic. A factor which tends 
to confirm the validity of this theory is the comparison with what has actually 
taken place in the Atlantic. A further factor tending toward confirmation is 
the resemblance to the trend that existed in the Pacific when the airlines were 
competing without tourist-class space to offer. Air share in recent years would 
thus have been: 


Percent 
5 0 ae) eee svc: ice ce tt ean ee 52 
i cer 54 
Ue MIE cco etn tesa thne sean cc seco se ipaiasaeit Gh sienna tbiseats aectaniaaicadig italia ea 54 
FOE CORI senapesseris sta scirnitinisnsnsisiescepith ee inpinsnititeapianaael alanis rhein i iain 55 
1955 (computed) —---____ ts snr gi ogc taSnduetanspnintca oneainvat ish lett ee 56 


JET PLANES 


The Tokyo Shipping Gazette of May 28, 1956, states that the 4 new DC-8 jet 
planes ordered by Japan Air Lines from Douglas Aircraft Co. for delivery the 
latter part of 1960 will have a normal cruising speed of 550 miles per hour and 
a top cruising speed of 580 miles per hour with a range of 6,720 miles, easily 
capable of nonstop flight between San Francisco and Japan. It is stated that 
seating arrangements will be varied according to the airline’s requirements with 
standard first class DC-8 cabins containing from 118 to 122 seats and all tourist 
cabins containing up to 144 seats. 

This, then, may be typical of the kind of air service that will be available across 
the Pacific in 1961, and we believe that the air share of traffic at that time may 
be expected to be higher, because of the higher speed and consequently shorter 
transit time of the jet planes. We computed that as of 1955 the sea carriers’ 
share would be 44 percent of the total traffic if able to compete capacitywise and 
classwise, as we believe will be the case when our new liner construction is in 
service. We believe that the surface carriers should obtain 40 percent of the 
transpacifiec passenger traffic in 1961 with all due allowance for jet plane service. 

When both the air and the surface carriers offer capacities and types of 
passenger space suited to demand we should arrive at a point where there will 
be a fairly steady balance between air and sea traffic. As transpacific passenger 
traffic continues to grow, and there is every indication that this should be so, it 
appears reasonable to expect that ships will be able to compete successfully in 
period of time following 1961 for a share of from 40 to 35 percent of total traffic. 
Mr. Birger Nordholm, chairman of the European Travel Commission, speaking at 
a recent meeting of travel industry leaders in New York, in discussing the role 
of airplanes in overseas travel, said: 

“Fortunately for the steamship lines, there are still countless travelers, 
myself included—and I am sure there always will be—who have the time and 
the inclination to enjoy transportation on the surface of the ocean in good com- 
pany, with service and food of the finest resort quality and with fresh air and 
sunshine, rest and relaxation combined; it is safe to conclude that the steam- 
ship lines will certainly more than hold their own in the future picture.” 
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Mr. Joseph Mayper, chairman of the Trans-Atlantic Passenger Conference, 
speaking at the same meeting made the following remarks: 

“The steamship lines have tried to keep pace with the constantly increased 
demand for accommodations and have placed considerable additional tonnage 
in service. Six years ago they operated some 50 passenger ships in transat- 
lantic service; at the end of 1955 the number had grown to 73. Several new 
ships will commence to operate in time to meet the heavy spring and summer 
demand this year. Still other ships are scheduled to be placed in service in 
1957, and additional new tonnage is presently in the blue-print stage. 

“Within the next few years, it is anticipated that at least 10 new passenger 
liners will be in service and will provide accommodations for many additional 
thousands of transatlantic passengers. 

“It is obvious that the management of our lines have deep faith that the 
demand for transatlantic travel by ship will continue in the years ahead. 
Otherwise they would not make the substantial long-term investments required 
for new tonnage. The fact that a number of these lines have operated such 
passenger services for decades—a few of them for over a century—uand have 
international reputations of conservative responsibility, lends emphasis to this 
faith.” 

SEA PORTION OF 1961 TRANSPACIFIC PASSENGER TRAFFIC 


In this section we have estimated that the surface carriers could obtain 40 
percent of the 1961 passenger traffic across the Pacific. Elsewhere we have 
estimated total transpacific passenger traffic in 1961 at a minimum of 150,000 
passengers. Surface carriers could accordingly obtain 60,000 passengers in 
1961. 

AIR PORTION OF 1961 TRANSPACIFIC PASSENGER TRAFFIC 


The estimates derived in this section produce a 1961 transpacific air passenger 
figure of 90,000 passengers. This will now be compared with a forecast regard- 
ing overseas air travel to and from the United States prepared by the Civil 
Aeronautics Administration entitled “Staff Study, Civil Air Traffic Forcasts, 
1960-65.” In this study the CAA forecasts 5,250,000 passengers in the inter- 
national (overseas to and from the United States by American and foreign 
airlines) field for 1961. This compares with actual figures, shown in the study, 
of 2 million passengers in 1951; 2,400,000 in 1952; 2,700,000 in 1953 and 2,800,000 
in 1954. Comparing these figures with airlines performance in the Pacific, and 
converting both sets of figures to an index where the 1951 base equals 100 we 
find a degree of uniformity— 











Transpacific air Total international 
traffic traffic 
Year 

Passengers | Index | Passengers} Index 
TUE «. ceneti.o om paaibenbeddathepetinainneae thinme iinet Eanes 23, 999 100 2, 000, 000 100.0 
WR kl oo cdkienncebi abl gat ha Sb ddtn a adn d dari «Sickie 30, 959 129 | 2,400, 000 120.0 
DON eo ars sci 5 ie dando <bndiue~enodienrasgrak ey ea aa 32, 851 137 | 2,700, 000 135.0 
| aedeagal ae a Te Seta A Aho ABs Se tartalalicl 45, 412 189 | 2, 800, 000 140.0 
Se hate cei pkbbonaebheasacen se psethuudtebdinarteanctvaotwade kt | 5, 250, 000 262.5 





It will be noted that the degree of increase in transpacific air traffic does 
not vary greatly from the degree of increase in total overseas traffic, except that 
the impact of tourist-class fares introduced in the Pacific in 1954 is visible. 

One method of relating this Civil Aeronautics Authority forecast for 1961 
to the Pacific would be to apply the 262.5 index to the Pacific column, shown 
above, and this would give a 1961 Pacific air travel figure of 63,000 passengers. 

Another method would be to start with 1954 (the latest year for which actual 
figures are shown in the CAA study), calculate the rise in total overseas travel 
forecast by CAA, and apply that percentage to the 1954 Pacific air figures. This 
results in a calculated forecast of 85,000 air passengers in the Pacific in 1961. 

We believe that these methods of comparison, rough as they are, tend to con- 
firm that we have gone sufficiently high in calculating the airlines share of trans- 
pacific passenger traffic at 90,000 passengers in 1961. 





SEC 
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SEecTION No. 5. New JAPANESE LINERS AND SUFFICIENCY OF TRAFFIC FOR SEA 
CARRIERS 


JAPANESE LINERS 


In section No. 4 we estimated the level of transpacific passenger traffic avail- 
able to surface carriers in 1961 would be 60,000. For several years the press 
has carried news items referring to the proposed Japanese passenge liners for 
the transpacific service. Several times, attempts have been made to include 
appropriations in Japanese Government budgets for the funds needed to make 
the construction of these liners possible but other projects considered more 
pressing have taken precedence, such as construction of cargo ships and the 
purchase of airplanes. 

The general feeling is that eventually some Japanese transpacific passenger 
liners will be built for reasons of national prestige if for no other, and that the 
NYK. will be the line which will operate them. There are of course other 
cogent reasons why we may expect Japanese passenger liner competition. Tra- 
ditionally the Japanese have operated transpacific liners. The Asama Maru and 
her two sister ships compared well with the best in the Pacific. There is also 
the considerable traffic of persons of Japanese race who travel between the 
United States and Honolulu and Japan. It may be expected that Japanese 
liners would be well patronized by Japanese nationals. American travelers, 
too, have not been unfavorably disposed toward travel on foreign-flag ships. 
The foreign lines do not overlook the selling feature of advertising that your 
visit abroad begins with passage by a foreign-flag carrier. For examples ready 
to hand, Sabena Air Lines advertises “Continental service”; Japan Air Lines 
advertises “Your clients enjoy a gay preview of Japan’s customs, color, and tra- 
ditional hospitality,” ete. 

The number of Japanese liners proposed for the Pacific is usually referred 
to as 2, although references have been made to 3 ships of approximately 26,000 
tons each. There were some indications that it might be possible that the Japa- 
nese Government would include funds in the budget this year for the construction 
of 1 ship to be followed by 1 or 2 additional ships as funds are made available 
by the Japanese Government in subsequent years. It was indicated that the 
capacity would be 150 first class and 300-400 tourist class, and that the ships 
would have a speed of 21-22 knots. A letter from our Japan headquarters men- 
tions Japanese plans to have vessels capable of crossing the Pacific in 10 days. 
This sounds like 26-knot vessels. 

In order to calculate the passenger-lifting capacity of the proposed liner opera- 
tion under the NYK flag we would need to know their capacity, itinerary, and 
voyage length as a result of speed capability so as to establish number of voyages 
per year, number of vessels, etc. In the absence of certain knowledge of the 
answers to any of these we will assume the following: 


Number of ships, 2 

Itinerary: San Francisco, possibly Los Angeles, Honolulu, Yokohama, Kobe— 
Yokohama, Honolulu, San Francisco 

Capacity : First class, 150; tourist class, 400 

Number of voyages per year per ship, 10 

Average percentage of occupancy, transpacific: first class, 75 percent; tourist 
class, 70 percent 


Based upon these assumptions, these Japanese liners could carry the following 
transpacific passenger traffic : 


First class, 150 times 2 for round trip (300 at 75 percent)__.___________ 225 
Tourist class, 400 times 2 for round trip (800 at 70 percent) ______________ 560 
OGM TPE: Ch RT COTE ERG CHI i ceiiccicientnwesivinen dla 785 
785 passengers per voyage times 10 voyages per year___.______________ 7, 85 
"eee Dessensere. times FS TOL: FD Bian kin ecctcduremcmsinneenenee 15, 700 


On this basis, the NYK with 2 passenger liners, could carry 15,750 trans- 
pacific passengers per year. 
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DIVISION OF TRANSPACTFIC SEA TRAFFIC AMONG THE SEA CARRIERS 


Cargo liners 

We may safely assume that the transpacific trade will continue to be served 
by passenger-carrying freighters, cargo vessels with capacity for a few passengers 
up to a total of 12. Before World War II, there was comparatively little of this 
type of service in the Pacific, but since the war, there have been many such 
ships, United States flag as well as foreign flag. In the aggregate, their carry- 
ings have been substantial. Our records indicate that the total transpacific 
movement on vessels of this type in recent years has been as follows: 


Passengers 


Rk eee rea ‘ ‘ de enekckah Side Scere) eg 
at be ere Se ek 4 5 ae a 6, 941 
1953 pit hate x ‘i ii 5 hn cinid ice, gn 
er. hess, OL ee * pbceinsdanee ores PRES Tay fe ° 
Me | ote hes Salt ape ai dios dn iehcacpen EAC Apaiel 7, 268 


A good many passengers are now traveling on freighters because these vessels 
offer the nearest approach presently available to tourist class in the matter 
of price. Cost of passage is a very important factor in the case of many pas- 
sengers, as for example, missionary traffic. When we operated three-class ships, 
prior to World War II, our tourist class was well patronized by missionaries. 
Only a few of the missionary societies continued to purchase first-class tickets 
after we introduced a tourist class in the early 1930s. Such passengers as 
these do not patronize freighters because they are freighters, but would in fact 
prefer to travel on liners if medium priced accommodations were provided on 
the liners. They would prefer to travel on liners because of the amenities 
available on liners, not the least of which is the presence on the latter of doctors 
and facilities for medical attention. 

With the introduction of good, fairly priced middle-class accommodations 
on our liners, as we understand is contemplated, a good portion of the traffic 
now moving by freighters will switch over to the liners. We may estimate 
that the freighters will retain no more than 50 percent of the passenger traffic 
they now enjoy, or in round figures, 4,000 passengers in 1961. 

Events may prove that passenger traffic by freighters, in 1961, will be in 
greater volume than the 4,000 passengers mentioned above; however, the addi- 
tional traffic will consist of passengers whose chief desire is to travel by 2 
eargo vessel, and who are not now traveling at all because they cannot get this 
type of passage. 

Hikawa Maru 


We will assume that the Hikawa Maru continues in the NYK service to the 
Pacific Northwest. Judging by the performance of this modestly converted 
prewar vessel since she reentered service in 1953, 2,000 passengers a year would 
appear to be sufficient allowance for her share of traffic. 


Estimated transpacific passenger trafic potential is sufficient for tonnage contem- 
plated 

According to the above paragraphs, the NYK liners, if built and in service 
by 1961, may carry 15,700 transpacific passengers a year; the NYK Hikawa 
Maru in the Pacific Northwest service 2,000; the freighters 4,000. These serv- 
ices would carry a combined total of 21,700 transpacific passengers annually. 
Deducting this from the level of total sea traffic predicted, of 60,000 passengers, 
leaves 38,300 to be accommodated. 

There appears to be sufficient passenger traffic potential to justify the opera- 
tion of our new superliner along with the President Cleveland and President 
Wilson. 
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SECTION No. 6. CHARACTERISTICS OF NEW VESSEL CONSTRUCTION 
SPEED 


Questions have been raised regarding the effect of speed as regards attracting 
passenger traffic. There is no more convincing demonstration of the fact that 
speed does attract traffic support than the experience of the airlines. A long 
trip where one’s quarters are confined to a plane seat cannot be described as 
comfortable. What the airplane does offer is speed, and a sufficiently large 
number of travelers have indicated their preference for this feature of trans- 
portation. It may be argued that the disparity between the speed of a plane 
and that of a ship is so great that any comparisons between these two modes 
of travel in terms of speed would not be useful. In general this is undoubtedly 
true, however, there must be a segment of traffic that weighs the relative attrac- 
tion of traveling to destination by a means which features speed or by a means 
which features comfort. We cannot believe that transocean travelers are divided 
into two groups of which one group would invariably decide to travel by the fast 
planes and the other group invariably decide to travel by the comfortable ships. 
Some portion of this traffic is competitive. If the surface carriers, providing the 
comfort, can also provide a faster passage, it must increase their prospects of 
success in competition. We do not believe that there is a method of calibrating 
this in terms of numbers of passengers per additional knot of speed and in any 
case this is probably not the deciding factor in determining speed in proposed 
vessel design. 

The following factors would appear to be of greater importance: 

The faster vessel allows greater utilization of vessel capacity which results 
from shorter voyage lengths and more voyages per year. 

There is the necessity to plan for vessels that will be at least the equal of 
those that may be put in service by foreign-flag operators, and preferably, to 
have something better than the other fellow. No one knows definitely what 
the Japanese will do, but our latest information regarding Japan’s plans for 
transpacific liners mentions an intention to have ships capable of making the 
passage across the Pacific in 10 days. Sample schedule for APL’s 26-knot-type 
ship shows 10 days elapsed time between San Francisco and Yokohama, so it 
appears that we are equaling the intentions of the Japanese based on the ad- 
mittedly fragmentary evidence we have. It should also be pointed out that a 
representative of the NYK recently indicated that he believed ships of 21 or 
22 knots are the most acceptable and practical. On the little evidence available 
regarding Japan’s plans we may be equaling them in contemplating 26-knot 
speed for our new construction, or we may be bettering them, and of the two 
possibilities the latter would be more desirable. 


ATTACHMENT No. 1. TRANSPACIFIC PASSENGER TRAFFIC 


Number of passengers carried by commercial ships and scheduled commercial 
airlines from Pacific coast and Honolulu to the Orient and from the Orient to 
Honolulu and the Pacific coast. Local traffic between the Pacific coast and 
Honolulu is not included. (Orient in these tables includes Japan, Korea, China, 
Hong Kong, Philippines, Indochina, Thailand, and Malaya.) 
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1951 1952 1953 1954 1955 1956 





BY SEA 
Liners: 
First class/cabin class: 
American President Lines 
PONORIN GING TOG soon och de cou cdbucense 


Re nstintedh iis Shiaiaiiathle than nntinieun aii de imoeinil 
Tourist class: Foreign flag 
Third class: 

American President Lines... ................- 12,105 | 12,303 | 12,400 | 11,666 | 11, 859 13, 012 
SE I din sinsaitnsi vikasnctheitininiesdisertteniaaiani lease opment bain aniel 643 | 1,379] 1,627 1, 949 





























































































































DO sdb Blbaictbnntcitbonedidatlineickees 12,105 | 12,303 | 13,043 | 13,045 | 13,486 | 14,961 
Total, liner, all classes..........--.-...----- “17, 622 | 19,112 | 19,861 | 20,513 | 21,647 | 23, 731 
Freighters: 14 a ar 
Other United States-flag lines_...................- 2,513 | 3,075 | 3,645 | 2,755) 2,610 2, 690 
TRATION POURS LEDGE... oo cnncpapccacenceseess 603 658 768 633 617 558 
Total, United States-flag freighters............_- 3,116 | 3,733 | 4,413 | 3,388] 3,227 3, 248 
Foreign-fiag freighters............................. 1,353 | 3,208 | 3,697 | 4,049 | 4,041 4, 132 
Summary: m " a | ri 
Ds thin deyebibhbist bid deeb enskih citi ccete 19,112 | 19,861 | 20,513 | 21,647 | 23,731 
United States-flag freighters 3,733 | 4,413 | 3,388 | 3,227 3, 248 
EEA 3,208 | 3,697 | 4,049] 4,041 4, 132 
DOGG titnicttindceidsies siidndbictiiahiininenbinbedak 22,091 | 26,053 | 27,971 | 27,950 | 28,915 31, 111 
BY AIR oo A ' 
First class: 
ON tates Gai isk s nck dvitnsimendbbinisinnsé 16, 759 | 23,916 | 25,550 | 20,457 | 21, 239 24, 943 
a ae 7, 240 7, 043 7, 301 4, 420 3, 464 5, 327 
1 bi dh eudde Lncbdbsabesuibacentsdbdavaduad 23, 999 | 30,959 | 32,851 | 24,877 | 24,703 30, 270 
Tourist class: i = 
IE Cee ees ene Sg eee ee es 14, 202 | 26,248 | 33,021 
I id etnbobinclosdldiscebteateiecan ct dldulaslodailne nth tsNsiued 6, 333 | 11,644 | 16, 366 
i aidcncktditinac bid Biiiiieti tee ei tinieaeicis highend cane eel aE» 20, 535 | 37,9@@ | 49, 387 
First and tourist class combined: ret! se ee 
RII GINS «5 .nn.5nht bincitcednbitebaciscddeneben: 16, 759 | 23,916 | 25,550 | 34,659 | 47, 487 57, 964 
la a a in 7, 240 7, 043 7,301 | 10,753 | 15, 108 21, 693 
NN ihr chit enti blhtdektinctahwdaiit 23,999 | 30,959 | 32,851 | 45, 412 62,595 | 79, 657 
SUMMARY 
DG ced Biitbc Sackett lich ddiiintcs diel 22, 091 | 26, 053 | 27,971 | 27,950 | 28, 915 31,111 
a vcedbibvccntbadiaccssccnanchaanbertte dint iadbediad 23, 999 | 30,959 | 32,851 | 45,412 | 62,595 | 79, 657 
DORE) GND. wisn ndaccvinecdavcccsttdies 46,090 | 57,012 | 60,822 | 73,362 | 91, 510 | 110, 768 
SI OO IE os sstsrsintsnlestnsnseaiea niiateiitgiiitetes Mains aitiacetcies 52 54 54 | 62. 68 ‘ “72 
NINN 0s dois hnedcade seaeoewnennerentntce wer 48 46 46 38 32 28 
American President Lines’ percent of sea traffic. ...__- 82 76 71 69 69 7 
American President Lines’ percent of total sea-air 
Pe css issnnicnsias cchsocthebcseiebthen nip cea eaesialRis titan diaka nicks iviail 40 35 33 26 22 20 





Nore.—1956 data added Jan. 2, 1958. 
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ATTACHMENT NO. 2 






GROWTH OF TRANS-PACIFIC TRAVEL 
SHOWING 
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ATTACHMENT No. 4 


Total travel between continental United States and Asia, 1930-37, by countries 
(excluding third-class passengers) 





| as Sat Sopa al | i | 
| ey, An- 























| 
| | | 
1930 | 1931 | 1932 | 1933 | 1934 | 1935 | 1936 | 1937 | Total | cent | nual 
| | of aver- 
| | total| age 
| 
petri ements SSE ERE ee secon accents tastaiaseceta | ceca canine 
Japan: | 
To . 3, 747 | 3,261 | 2,722 | 2,708 | 3,500 | 3,674 | 4,173 | 4,299 | 28,174 | .| 3,522 
From 4, 232 | 3,574 | 2,667 | 2,618 | 3,757 | 4,508 | 4,793 5, 927 | 32,076 | .--| 4,009 
} — Se _ | ee | SS 
Total..... .| 7,979 | 6,835 5, 389 | 5,326 | 7,347 | 8, 182 8, 966 |10, 226 | 60,250 | 41.3 | 7, 531 
China: | 4d : -: a | | - | = Fee 
Shanghai: | | | 
To ‘ . 1, 457 | 1,398 1,425 | 1,608 | 2,060 | 2,213 | 1,920 | 1,379 13, 460 a. 1, 682 
From 1,719 | 1,808 | 1,691 | 1,713 | 2,625 | 2,765 | 2,783 2, 130 17, 234 | 2,154 
Total... 3,176 | 3,206 | 3116 | 3,321 | 4,685 | 4,978 | 4,703 | 3, 509 | 30,694 | 21.1 | 3,836 
Hong Kong: | = oa | 7 : | | ; | “=f. ee 
To 936 | 1,015 | 764| 639) 712] 1,144 | 1,522 | 1,570} 8,302 | | 1,038 
From 1, 782 | 1,215 | 1, 240 | 712 929 | 984 | 975 | 1,375 9, 212 | . 1, 152 
; coed Sancta anneal cee eee ee 
Total__. 2,718 | 2,230 | 2,004 | 1,351 | 1,641 | 2,128 | 2,497 | 2,945 | 17,514] 12.0] 2,190 
Total China] 5,894 | 5,436 | 5,120 | 4,672 | 6,326 | 7,106 | 7,200 | 6,454 | 48,208 | 33.1 | 6,026 
Philippines | Bye 
To 1,711 | 2,203 | 1,749 | 1,778 | 3,052 | 3,551 | 2,840 | 3, 362 | 20, 246 | 2, 531 
From 964 | 1,094.) 1,482 | 1,204 | 1,534 | 1,836 | 1,659 | 1,978 | 11, 751 | 1, 469 
Total 2,675 | 3,297 | 3,231 | 2,982 | 4,585 | 5,387 | 4.499 | 5,340 | 31,997 | 22 0 4,000 
Java | re 
Po 18 21 10 14 14 19 14 8 118 | | 15 
From 29 | 7 9 4 12 2 21 28 135 | 7 
Total 47 28 19 18 26 44 35 36 253 3 32 
Straits Settlements | : | | | | oe aee 
To | 57] :247/° 100] 101 91 82 75| 112] 1,166 ]--....| 146 
From | 214 94 116 132 130 86 128 84/ 984 i° 1% 
Total | 571 341 | 216 233 221 168 203 | 196 2, 149 1 5 | 969 
Thailand : ie 
To | 
From 4 1 5 10 od 1 
Total 4 l 5 | 10 | | 1 
India: | : s 
ro 116 111 90 43 91 125; 140; 118] 834 | | 104 
From 5 59 143 182 232 222 231} 129] 1,249} 156 
| ae a 
Total 167 170 233 225 323 347 371 | 247] 2,083 1.4 | 260 
Indochina . x r ———s 
To 2 1 1 5 9 
From 1 ‘| 1 
Total 2 2 1 5 10 | y 1 
Ceylon | = | — 
To 77 103 14 6 20 16 18 18 272 | 34 
From 4 39 52 34 28 29 10 34 310 | } 39 
Total 161 142 66 4) 48 45 28 52 582 | 
Miscellaneous = a = 
New Guinea, 
Macassir, | 
Celebes, 
Sumatra, et 2 § 11 ) f 32 21 16 98 3 12 
Grand tot. 17,498 16,258 14,285 13, 503 |18, 885 (21,311 |21, 328 |22, 572 |145, 640 | 100.0 | 18, 205 
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ATTACHMENT No. 5 


Population growth and growth of volume of United States passports issued and 








renewed for overseas travel 














United Passports 
Year United States States as percent | Population} Passport 
population passports of popu- index index 
lation 
a ic tat alii ial ald id 105, 710, 620 |...- cs tii a eae sciatic 
EEA EOE ELIT AER EE 107, 417, 063 137, 685 100. 0 100.0 
II idshn cisco diastase einem amncba a pieants 109, 123, 506 137, 551 101.6 100.0 
ITAA: aashclestts Sescei-ndis php stalls terse ipnitiels Gach 110, 829, 949 125, 656 103. 2 91.3 
Si nedikcsspuinienubiaadese sapaiemmeiedunntteiertddnits 112, 536, 392 146, 378 104.8 106. 3 
DE: Gikictcbnekinatheahenreananadente 114, 242, 835 172, 209 106. 3 125.1 
Dt a ciadsnedt ctakmakisthiatunatenaadaed 115, 949, 278 176, 033 107.9 127.8 
an Ei alae candies teeta 117, 655, 721 182, 425 109. 5 132. 5 
ca iene dlansls 119, 362, 164 189, 308 111.1 137.5 
I chi sik oak aie aeedin ek hile eeiintacbeiateseiiteis 121, 068, 607 196, 930 112.7 143.0 
i ate ti ete atelaeenide tinialeeaa i ial 122, 775, 046 203, 174 114.3 147.6 
SEs slidemuskn kemsianminmnnidbal nae aids 123, 664, 469 163, 404 115.1 118.7 
Sasckee sicniiehtcietivbel in emmdanin deanna 124, 553, 892 153, 218 115.9 111.3 
Ta nits aiiu giteciantidalsidakiceidy wipiamiasmntnieitadngalrs 125, 443, 315 106, 991 116.8 77.7 
Cee ott ne eal ae kph iniapiignigmenaealite 126, 332, 738 111, 673 117.6 81.1 
Dl Matiituntinntcctettbeceneetupnnnbede 127, 222, 161 118, 101 118.4 85.8 
Sl. vadiicu akningasamsanammasidaais tikes 128, 111, 584 141, 996 119.3 103. 1 
la aia eal a 129, 001, 007 148, 016 120. 1 22.0 
i ckaptacathin ssids Socioeah asi ie nieashidseninieaahabaiaeieli 129, 890, 430 134 737 120. 9 97.9 
he een tected aunaueeinaied 130, 779, 853 89, 850 121.7 65.3 
DN — stcconsc ind mmneiniiaiemenamammaene 131, 669, 275 26, 253 122. 6 19.1 
Bind dkancaxtcunnsinpaneeeshndaneateous 133, 572 084 49. 757 124.3 36.1 
I ci ac ds eet presi ening tases annieies wae 144, 988, 938 202, 424 135.0 147.0 
DE ‘Ltivctiniducwaencdinknnh San wbad ase 146, 891, 747 230, 435 136. 7 167.4 
LL. - -cenwiieiebetidewneGhanaiene seek 148, 794, 556 268, 863 138. 5 195.3 
RN ES ER ea 150, 697, 361 299, 665 140.3 217.6 
ee a i re 153, 557, 889 290, 407 142. 9 210.9 
Dc usctcsseutédeussbeneeuesseqasesse 156, 418, 417 395, 337 145. 6 287.1 
 « ouquncstcusbeaepaphaeatnnandansa 159, 278, 945 418, 170 ‘ | 148. 3 303. 7 
Th. iu:cub ing enmpansintibe medina « 162, 139, 473 | 452, 049 . 2788 150.9 328.3 
soi ecte ager mina 165,000,000 | 528, 009 . 3200 | 153. 6 383. 5 
| | 








Source: United States Population—Bureau of Census 1920, 1930, 1940, 1950. Intervening years interpo- 
fated. Passports—Department of State Passport Office. 
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ATTACHMENT No. 7. GROWTH OF OVERSEAS AIR TRAVEL AND EFFECT OF AIR 
TOURIST SERVICES 


(Revenue passenger ton-miles of traffic carried) 


Chart covers passenger traffic carried by American and foreign air lines 
between United States (and its possessions) and foreign countries, except 
Canada. Also includes passenger traffic between continental United States and 
United States possessions as well as traffic between United States possessions. 
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SCHEDULED SERVICE OF CERTIFICATED AIR CARRIERS 
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Source: Monthly Report of Air Carrier Traffic Statistics, January 1956, Civil Aeronautics 
Board, Office of Carrier Accounts and Statistics, chart III-B, p. 4. 

NoTe.—Revenue passenger ton-mile is defined as 1 ton of revenue passenger weight 
(including free baggage) transported 1 mile. 
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APPENDIx D 


FINANCIAL ASPECTS 


(Note.—The following computations have assumed for purposes of clarity in 
comparison: A, That mortgage would be equal to 75 percent of physical con- 
struction costs; B. That in case of private financing, APL will borrow 100 per- 
cent of construction financing costs against 20-year serial repayment; C. That 
in case of Government financing, APL will borrow no portion of construction 
financing costs; D. That construction financing costs will be treated as deferred 
charges not capitalized.) 

American President Lines will make a downpayment of $10,402,500, which is 
25 percent of the foreign construction costs as determined by the Federal 
Maritime Board. 

There are two methods by which the residual 75 pee of the vessel’s cost 
may be financed. The two methods are: 

1. Obtaining private-commercial financing at an anticipated rate of 5 
percent plus loan insurance of one-half percent, or 

2. Obtaining a construction loan from the Government at a rate of 3% 
percent as provided by section 502 (c) of the Merchant Marine Act of 1936, 

In summary, the important factors of the transaction are: 

I. Cost to American President Lines if it were able to pay cash for the 
vessel: $41,610,000. 

II. Amount APL is able to pay down—25 percent thereof: $10,402,500. 

III. Balance to be financed: $31,207,500. 

IV. Mortgage financing period and average balances: 


5% percent 3% percent 
basis basis 





a ccc ocamnboncedccennuceccebsesedes $14, 000, 000.00 | $14, 000, 000. 00 
(6) After completion—20 yess '............4...2.-...-5.....--..- So SE 17, 556, 262. 50 16, 383, 937. 50 


15% percent basis includes loan commission, brokerage, fees, interest, etc. accrued during construction 
period on commercial loan, but none of these on Government .loan. 


V. Financing costs on average balance basis: 





534 percent 34 percent 
basis basis 


(a) Financing costs and interest accrued during construction; to be de- 
ferred and written off during 20 years after completion._...........| ! $2, 233, 000. 00 $1, 421, 000. 00 
(5) Interest for 20 years after completion (average balance basis)... ...--- 19, 311, 888. 75 11, 468, 756. 26 


1 One-fourth of this wquid have to be on uninsured 2d mortgage or otherwise borrowed. 
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VI. Owner’s average annual investment over 20-year period—not including 
use of part of downpayment during construction—as below: 





Be III rc Senincegn sass o eaeaeetnee maa anaemia $7, 074, 212. 50 
Computation : 
nn i mer ee $10, 402, 500. 00 
‘ Cost of construction financing._.___________ 1, 421, 000. 00 
Equity investment at beginning of 1st year______-_-_----_-_ 11, 823, 500. 00 
Original equity investment (brought 
I ok ce acenniteinenhocilances a bccbe lec ea cet SR eae $11, 823, 500. 00 
19 mortgage installments paid at $1,560,375 
CE rsh pices iencenncpgevbeninacimnitinigtintrahbesisbliiaticciss 29, 647, 125. 00 
II se ciractasncctcticsticath ish i acta aipdeanacsa haan ee 41, 470, 625. 00 
Deduct depreciation, 19 years 
Bt GE OO sie scious $37, 795, 750. 00 


Deduct amortization of fi- 
nancing cost, 19 years at 


1 3 eee 1, 349, 950. 00 
—_——_—_—_———_ 39, 145, 700. 00 

Equity investment at beginning of 20th year___-_----_--_- 2, 324, 925. 00 
Sum of 1st and last year equity investments.___.___-___-_~-_ 14, 148, 425. 00 
Average equity investment during entire 20 years________ 7, 074, 212. 50 
VII. Annual provision for depreciation on straight-line basis for 20 years: 
Pee GF PORNO) SF AP ca EEE CR og icn nce cc aeracteaieedmemeanaicaetes $41, 610, 000 
BREE. 2 ve DOFCORE OF CIOURIIIIS, CON a crcrccercccrsenigorerentyeneiureipiecaaeieaiaineaias 1, 825, 000 
BERNE GO A Ge ceca ensicininailee 39, 785, 000 
Depreciation to be provided annually__._--_--------------_---_-. 1, 989, 250 


These funds can be utilized for additions to capital reserve fund and liquida- 
tion of mortgage. 

VIII. Annual estimate voyage profit after overhead, depreciation, and con- 
&truction differential refunds—per appendixes : $1,543,950. 

This provides for wages of borrowed mortgage money, earnings of owner’s 
investment in the vessel and taxes thereon. 

By using the foregoing information, simplified computations demonstrate that 
an attempt to finance the vessel through commercial sources at a 5% percent 
rate would result in an impossible proposition, both to the lender and the 
borrower. 

Making available a section 502 (c) loan as an alternative would, however, make 
the project feasible even though earnings on equity capital in the vessel would 
provide a return considerably below what should normally be expected in many 
lines of enterprise. It would further, as will be seen, provide sound financial 
benefit to the Government. 
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A comparative illustration of first year vessel operation on the foregoing basis 
follows: 


54-percent 346-percent 
| 


basis basis 


Balance of loan and accruals. Staal i sLcstLhy $33, 440, 500. 00 | $31, 207, 500. 00 


First year’s interest pl" !4oth of deferred charges-___--- 1, 950, 877. 50 | ‘1, 163, 312. 50 
Voyage profit—item Vi:{ above. 1, 543, 950. 00 1, 543, 950. 00 
zz ° 1-12 So. 
Deficiency ___. : =" i ‘ J 406, 927. 50 None 
Barnings available for taxes and return on owner’s capital None | 380,.637. 50 
Income tax at 52 percent__- : | None 197, 931. 50 
Return on downpayment of $10,402,500_._ - ; ; None 182, 706. 00 
Percentage return on equity investment at beginning of first year before | | 
ee os on : ‘ “ eae! 3. 912 | 3. 219 


The foregoing shows several things, these are: 

A. Under the 5% percent basis, the deficiency in earnings to cover interest 
expenses would have to be borne from profitable operation of other vessels. The 
Government would thereby stand to lose 52 percent of this amount in potential 
income tax or an amount of $211,602.30. If the potential tax gain of $197,- 
931.50 under the 3% percent basis is added to this, the situation for the Gov- 
ernment wou'd be bettered by $409,533.80. 

B., There would be no return on. owner’s capital employed under the 5% per- 
cent plan. Under the 3% percent plan he would make a slight return, but 
would have foregone any earning on the downpayment funds which had been 
used for 3 years during the construction period. The owner also would be in 
the position of employing otherwise income-preducing funds to make up the 
deficiency in earnings of the vessel to cover interest charges. A comparative 
illustration of an average year during the financing period of 20 years follows: 


514-percent 3\4-percent 
basis basis 

Annual voyage profit—item VIII - $1, 543, 950. 00 $1, 543, 950. 00 
Average year’s financing cost as computed from item V 1, 077, 244. 48 644, 487.81 
Residual available for taxes and return on owner’s capital. _. 466, 705. 52 899, 462. 19 
Income tax at 52 percent_. . 242, 686. 87 467, 720. 34 
Return on owner’s average net investment 224, 018. 65 | 431, 741. 85 

} _—— = = 

. ' 

Percentage earned by owner’s average capital over 20 years 3.640 6. 103 


Manner in which Government cotld. benefit additionally by providing a sec 
502 (c) loan over the 23-year period 








Tateorest on mortenee 10an.........cennaocccecnce $11, 468, 756. 25 
Interest on construction loan__.....___________ 1, 421, 000. 00 

i | 12, 889, 756. 25 
¥% thereof, representing Government’s gain between 3 percent 

I I ic i a ae $1, 841, 393. 75 

Average income before tax, Government financing $899, 500. 00 
Average income before tax, private financing ___- 466, 700. 00 

Sr OU, I i iced sc 432, 800. 00 
Tax thereon at 52 percent__..._______-_-_. sists 225, 100. 00 


wovermment stax: gnin.In 20 yeare.... 2 so nee 4, 502, 000. 00 


Cash gain to Government by financing liner_____- _.-... 6, 343, 3938. 75 
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Manner in which loan would be retired and disposition of owner’s downpayment 
20 years after completion 


OR ORS NTI Gie TOR DO FOI hs siccitiictiecineeain arcana iege $39, 785, 000 
Deduct repayment of mortgage—not including financing costs while 
VOusel 16 WOE COTTER TI cctercsrint rtm comacseemenenntgeanciaghl 31, 207, 500 
Addition to capital comere fms eka 8, 577, 500 
PROGIGGAL DOOM VATS CE) Wicca eric een ceabeciceee 1, 825, 000 
Owner’s Gowlpaymetesn sh oe hn ce boned 10, 402, 500 


NoTe.—In all the foregoing computations financing costs incurred while the vessel is 
under construction are expensed as deferred charges over the 20-year period and are not 
included in depreciation computations. 


AMERICAN PRESIDENT LINES, LTD. 
Proforma of operation, transpacijic passenger liner 


ANNUAL OPERATION 


Each voyage 1l voyages 
annually 
Gross revenue $1, 292, 200 $14, 214, 200 
Vessel and voyage expense - 1, 239, 200 13, 631, 200 
Residual gross revenue - - - 53, 000 | 583, 000 
Operating differential ‘ 405, 000 | 4 455, 000 
Total_- ; 458, 000 | 5, 038, 000 
Deduct: 
Overhead at 10 percent of gross revenue-_- 129, 200 | 1, 421, 200 
Construction differential refund - - 7, 600 | 83, 600 
Bi scteneos : 136, 800 | 1, 504, 800 
Income before depreciation, financing costs and income tax. - 321, 200 | 3, 533, 200 
Less depreciation 180, 840 | 1, 989, 250 
Voyage gain before financing cost and tax-_- 140, 360 1, 543, 950 


FINANCING COSTS AND TAX COMPUTATION 


Annually after mortgage and 
construction interest 


514 percent 3% percent 

Annual voyage gain before financing cost and tax $1, 543, 950. 00 $1, 543, 950. 00 
Financing costs 

Mortgage interest—Ist year ‘ . 1, 839, 227. 50 1, 092, 262. 50 

440 of finance cost during construction ; ; 111, 650. 00 71, 050. 00 

Financing costs, first year 1, 950, 877. 50 1, 163, 312. 50 

Net income or loss before tax (406, 927. 50) 380, 637. 50 

Income tax at 52 percent 197, 931. 50 

Net income or loss, Ist year__---- (406, 927. 50) 182, 706. 00 


American President Line capital employed: 
Downpayment 25 percent of foreign cost 10, 402, 500. 00 10, 402, 500. 00 


Finance costs paid during construction 1, 421, 000. 00 
Capital employed, Ist year of operation 10, 402, 500. 00 11, 823, 500. 00 
Return or loss on capital employed, first year, percent 3.912 1. 545 


( ) loss 
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DISPOSITION OF PROFORMA VESSEL EARNINGS FOR 20 YEARS 
(After Overhead and Depreciation) 













$30,879,000.00 
ors ts te 
A 
A 
P 
J 
/ 
/ 5% % PLAN: 
/ 
/ a % 
/ 20 YEAR MORTGAGE ial 
20 Years Mortgage Interest 
1 s%Ye ‘ 
INTEREST @ 512% FINANCING \ @ 5% % 62.54 
OURING 
CONSTRUCTION Financing Costs During 
Construction 7.23 
/ | 5% % Plan Cost 69.77 
/ FEDERAL / 
\ / \ INCOME / Federal Income Tax 15.72 
\ Taare x TAX - A.P.L. Net income 14.51 
\ / NET \ fe 
i , ( TOTAL—(20 YEAR EARNING 100.00 
“a / INCOME OTAL E NGS) 90.0 
j 
a 
mht 
a 
Pal ™ 
d 
VY, % ° 
- 20 YEAR MORTGAGE 3% % PLAN: 
/ INTEREST @3'2% < ” \ °, 
- ee 20 Years Mortgage Interest 
~~ \ @ 3% % 37 14 
a a Financing Costs During 
ye } Construction 4.60 
| 
| / 3% % Plan Cost 41.74 
A.P.L FEDERAL 
\ NET INCOME / Federal income Tax 30.29 
\ | j 
INCOME TAX ° A.P.L. Net Income 27.97 
J. 
Jf TOTAL—(20 YEAR EARNINGS) 100.00 
\ Pa 
2. ae 


Amount 


$19,311,890.00 


2,233,000.00 
$21,544,890.00 
4,853,971 .00 


4,480,139.00 


$30,879,000.00 


Amount 
$11,468,756.00 
1,421,000.00 
$12,889,756.00 
9,354,407.00 
8,634,837.00 


$30,879,000.00 
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APPENDIX E 


AMERICAN PRESIDENTS LINES’ PROPOSED TRANSPACIFIC LINER 


COMPARED WITH OTHER LARGE LINERS 


CHARACTERISTICS : 


(ee ne REI RN por 


For the purpose of comparative illustration, the particular characteristics of 
the proposed vessel are listed below and are compared with those of the steam- 


ship United States 


steamship Constitution, steamship President Cleveland, the 
reported Japanese liner and the new Orient Line vessel. 


26-knot s Ss. Reported New 
Characteristics proposed United Consti- President Japanese Orient 
linet States tution Cleveland liner! | Line vessel 
Length overall 908 feet 6 | 990 feet 683 feet 609 feet 804 feet. 
inehe S 
Length on waterline 640 feet 590 feet 
Length between perpendiculars 832 feet 3 132 feet 573 feet 740 feet. 
ineche 
Beam 101 feet 89 feet 75 feet | 97 feet. 
Desizned load draft 30 feet 0 30 feet 30 feet 31 feet 6 
inch. inches. 
Displacement (ton 30.090 23.500 
Dry bale capacity (cubic feet 140,000 148,000 160,000 925,000 
Reefer capacity (eubic feet SOO 48,000 5.000 $2 00K 
Liquid bulk (tons) 1,500 
Speed 2 30 plus 22 20 23 27. 
Passengers: 
Ist class () 913 at 322 150 | 600, 
Cabin elass 2 55 243 
Tourist class 570 537 395 BOG 800 1,650. 
Total 1,450 2,008 1,003 $28 950 2,250. 
Crew 721 1,093 577 345 | 900. 
Gross tonnage 43.000 2 53.300 23.700 15,300 22,000._.| 40,000. 
' 
1 As reported in Japanese newspaper M ichi, Dec. 4, 1957, et al 
2 Approximate. 
The first-class public rooms and spaces are as follows: 
1. Main lounge 10. Cocktail lounges 
2. Marine veranda 11. Children’s playroom 
3. Dining room (seats 360) 12. Nursery 
4. Theater (seats 295) 13. Swimming pool 
5. Observation lounge 14. Gift shop 
6. Special purpose lounge 15. Barber shop 
7. Library and writing room 16. Beauty shop 
8 Ballroom 17. Gymnasium 
9. Cardroom 18. Foyers (various) 
The cabin-class public rooms and spaces are as follows: 
1. Lounge 8. Nursery 
2. Marine veranda 9. Cardroom 
3. Dining room (seats 180) 10. Gymnasium 
4. Cocktail bar 11. Swimming pool 
5. Library and writing room 12. Barber and beauty shops (first 


ow 
6. Gift shop and photo shop 
Children’s playroom 


class) 


The tourist-class public rooms and spaces are as follows: 


. Lounge 6. Cardroom 
2. Marine veranda 7. Library and writing room 
8. 


Dining room (seats 330) 


Swimming pool 


4. Barber and beauty shop 9. Theater and assembly room 
5. Gift and photo shop 
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APPENDIX F 


1. The legislation with which this proposal is concerned has been introduced 
by these members of the House of Representatives, who are its sponsors: 
Herbert C. Bonner, chairman, House Merchant Marine and Fisheries Commit- 

tee: H. R. 9432, August 23, 1957. 

Frank T. Bow, member, House Appropriations Committee: H. R. 9457, August 

27, 1957. 

John F. Shelley, member, House Appropriations Committee: H. R. 9474, August 

27, 1957. 

Thor C. Tollefson, ranking minority member, House Merchant Marine and Fish- 

eries Committee: H. R. 9477, August 27, 1957. 

2. The language of the above bills is identical, and reads as follows: 


[H. R. 9432, 85th Cong., 1st sess.] 


A BILL To authorize the construction and sale by the Federal Maritime Board of a 
passenger vessel for operation in the Pacific Ocean 


Be it enacted by the Senate and House of Representatives of the United States 
of America in Congress assembled, That it is necessary in order to carry out the 
merchant marine policy declared in the Merchant Marine Act, 1936, as amended, 
to have a new passenger vessel with passenger capacity of approximately one 
thousand four hundred people for operation on an essential trade route in the 
Pacific Ocean. There is hereby authorized to be appropriated to the Depart- 
ment of Commerce such sums as may be necessary, to remain available until 
expended, for the construction, outfitting, and equipping of such a passenger 
vessel. 

Sec. 2. Concurrently with entering into a contract with the shipbuilder for 
the construction of said vessel, the Board is authorized to enter into a contract 
for the sale of the vessel, fully outfitted and equipped, upon its completion to 
the American President Lines, Limited, upon terms and conditions of payment 
of the purchase price as provided for in sections 502 (c) and 5038 of the Merchant 
Marine Act, 1926, as amended. 

Sec. 3. Except as otherwise provided in this Act, the construction and sale 
of the passenger vessel authorized by this Act shall be in accordance with the 
provisions of the Merchant Marine Act, 1936, as amended. 

3. Concurrently, a resolution (8. Con. Res. 50) was introduced in the Senate 
by Senator Warren G, Magnuson, chairman, Senate Interstate and Foreign 
Commerce Committee, on August 23 (legislative day, August 22), 1957, which 
reads as follows: 

[S. Con. Res. 50, 85th Cong., 1st sess.] 


CONCURRENT RESOLUTION 


Whereas it is the policy of the United States, as declared in section 101 of 
the Merchant Marine Act, 19386 (46 U. 8S. C. 1101), to foster the development 
and encourage the maintenance of a merchant marine “(a) sufficient to carry 
its domestic waterborne commerce and a substantial portion of the waterborne 
export and import foreign Commerce of the United States and to provide ship- 
ping service on all routes essential for maintaining the flow of such domestic 
and foreign waterborne commerce at all times, (b) capable of serving as a 
naval and military auxiliary in time of war or national emergency, (c) owned 
and operated under the United States flag by citizens of the United States 
insofar as may be practicable, and (d) composed of the best equipped, safest, 
and most suitable types of vessels, Constructed in the United States and man- 
ned with trained and efficient citizen personnel” ; and 

Whereas a new passenger vessel adequate in size and speed to meet the re- 
quirements of our foreign commerce and national defense is needed in the Pacific 
area to insure carriage of a substantial portion of the waterborne export and 
import foreign commerce of the United States in the transpacific trades by the 
United States merchant marine; and 

Whereas the Department of Defense has stated that a majority of the pas- 
senger vessels now in the United States merchant marine and capable of serving 
as troop transports in time of war or national emergency are deficient in speed 
and that the construction of new passenger vessels is required in the interests 
of national defense ; and 

Whereas the capital investment required for a vessel of the necessary size 
and speed exceeds the financial resources of any qualified operator in the United 
States merchant marine; and 
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Whereas the Department of Commerce, Maritime Administration, is authorized 
by section 502 of the Merchant Marine Act, 1936 (46 U. S. C. 1152), to contract 
for the construction, outfitting and equipment of new vessels in United States 
shipyards and to sell such vessels at foreign cost to citizens of the United States 
for use on essential trade routes, services on lines in the foreign commerce of 
the United States under contracts requiring a downpayment of 25 per centum 
of the sales price and payment of the balance of said sales price in twenty equal 
annual installments with interest at 314 per centum per annum; Now, therefore, 
be it 

Resolved by the Senate (the House of Representatives concurring), That it is 
the sense of Congress that the Department of Commerce proceed as authorized 
by section 502 of the Merchant Marine Act, 1936, to construct, outfit, and equip 
a new passenger vessel with a passenger capacity of approximately one thousand 
four hundred and a speed of twenty-six knots, at an estimated domestic cost 
of $73,000,000 ($45,000,000 for twenty-three knot vessel) and an estimated for- 
eign cost of $41,000,000 ($25,000,000 for twenty-three knot vessel), and to sell 
said vessel to American President Lines, Limited, a citizen of the United States 
and an experienced and qualified steamship operator, for use on essential trade 
routes, services, or lines in the transpacific trade. 


APPENDIx G 
(Press release, January 31, 1958] 


P. & O. AND ORIENT LINE JomIN—ForM Pactric’s LARGEST COMMERCIAL SHIPPING 
OPERATION 


Creation of the largest commercial shipping operation in the Pacific—Orient 
and Pacific Lines—was announced in New York yesterday by Sir Donald Ander- 
son, deputy chiarman and managing director of the worldwide Peninsular & 
Oriental Steam Navigation Co., celebrated in literature and shipping history 
as “the P. & O.” 

Sir Donald arrived in New York from London yesterday (Thursday). He 
explained that the new Orient and Pacific Lines will employ and enlarge the 
current operation of the Orient Line (a member of the P. & O group) and will 
bring into the Pacific on an expanded scale the services of the Peninsular & 
Oriental Steam Navigation Co., largest commercial shipping organization and 
fleet in the world. 

“For the first time,” Sir Donald stated, “two United Kingdom lines will be 
operating across the North Pacific linking the west coast of the United States, 
Canada, and Honolulu with Japan, Hong Kong, and the Philippines. And in 
the South Pacific,” he added, “P. & O. will intergrate its service with existing 
Orient Line routes between North America, New Zealand, and Australia.” 

“The new joint service will utilize as a single operation the vessels, per- 
sonnel and facilities of both companies, marking the first time in the storied 
history of both lines that they have operated on a noncompetitive basis.” 

“Creation of Orient and Pacific Lines,” said Sir Donald, “will mean the intro- 
duction into the Orient run of 3 additional ships including the largest ever to 
ply the Pacific, the 30,000-ton Arcadia. We expect that under our new plans 
we will ultimately increase by some 20,000 annually, the number of passenger 
accommodations to and from the United States.” 

“As for the future,” he said, “ there are now under construction two new ships 
to be added to the Orient and Pacific Lines’ fleet at the end of 1960. They are 
being built at a cost of $85 million and will bring Orient and Pacific’s total 
operating tonnage to almost 300,000.” 

“One of them is a 45,000-ton vessel designed to carry more passengers than 
any other commercial liner afloat. The other is approximately 40,000 tons. 
Both ships will be fully air-conditioned, will be fitted with stabilizers, and 
will feature luxury passenger accommodations in which every first-class cabin 
in the ship will have its own window to give natural light. Tourist class will 
have single, 2-berth and 4-berth cabins and a large unprecedented share of the 
upper decks. Also planned in each ship besides the normal public rooms are 3 
swimming pools, 2 ballrooms with parquet floors—1 to be operated as a night- 
club—and fully equipped permanent theater.” 

“This investment is being made,” Sir Donald stated, “because of the growing 
importance of the Pacific area in world commerce and the increasing recognition 
everywhere of the Pacific world as one of the most fascinating and satisfying 
tourist experiences to be found on this globe.” 
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Orient and Pacific Lines’ ports of call will include San Francisco, Los Angeles, 
Vancouver, Honolulu, Yokohama, Kobe, Manila, Hong Kong, Suva, Auckland, 
and Sydney. Entry into the Trans-Pacific Passenger Conference has been 
sought and the necessary approval of the Federal Maritime Board has been 
requested. 

The Orient Lines’ current service linking North America with New Zealand 
and Australia was inaugurated in 1954. Demands for space from tourists and 
from American and Australian families linked by wartime marriages prompted 
the line to increase its round-trips from 1 every 6 months in the initial stages 
to an average of 1 every 6 weeks currently. 

The new runs will include extension of the Orient Lines’ existing South 
Pacific route—from San Francisco to the Far East; and extension of P. & O.’s 
existing United Kingdom/Far East service eastwards across the Pacific to the 
United States and Canada: and finally, the introduction of a triangular voyage 
from Australia to the Far East and thence across the Pacific to North America. 

Mr. Parner. Mr. Allen, and Mr. Chairman, you will find a complete 
list of ships prior to World War IT of the American Mainliner, the 
foreign-flag service and the American President Lines service. 

Mr. Auten. Were all those passenger ships turned over for use as 
transports during World War II? 

Mr. Parne. I was not with the company then but, as I recall it, 
every ship we had I think was taken by the Government and we lent 
our aid in operating them. 

Mr. Auten. Is it also true that with no exceptions, or, at least, 
very few, they were all lost in the service ? 

Mr. Parner. Yes, sir. After the end of World War II we recovered 
2 ships, the Polk and Monroe, that were not operating. 

Mr. Pootr. Mr. Chairman, may I interject a remark in order to be 
completely accurate ¢ 

At the end of the war we got back 1 old ship that was 40 years 
old, the President Johnson. 

We sold her somewhat later, before Mr. Paine’s time. We started 
out the war with a fleet of 20 ships. The Government took them all, 
of course. Some they kept. The majority were lost and there were 
these 3, the President Monroe, President Polk, and the old-time Pres- 
ident Johnson. 

Mr. Auien. Since World War IT, possibly 4 or 5 years ago, you 
had under construction 3 new ships which were also taken by the 
Government during the course of construction. 

Mr. Pootr. They were taken by the United States for use in the 
Korean trouble. 

Mr. Aten. Turning once more to this matter of private financing, 
which has been the policy of the Maritime Administration and the 
administration generally, is it true that in those cases where the sys- 
tem of private fins ancing has been used the ships involved have also 
been in trades of such a nature that they would earn the interest de- 
manded by the private lenders? 

Colonel Brrnson. We think so, Mr. Allen. Of course, all the finane- 
ing has been, as I understand, freighter construction. 

Mr. Auten. Is it fair to say that, with regard to such ships as super- 
liners, the sister ship of the steamship United States, in this new ship 
that you propose, the operation runs into a field which cannot produce 
a profit for the private lenders and, therefore, either falls or gets an- 
other type of financing ¢ 

Colonel Brinson. I think that would be a very important con- 
sideration. 
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Also, we think they consider the fact that a freighter can be diverted 
from its original service for which it was designed to almost any 
service. 

It is not impossible, whereas a passenger liner is frozen to the serv- 
ice for which she was designed and therefore you have no flexibility. 

I think that is a consideration that investment baniers would give. 

Mr. Atten. Thank you, Mr. Chairman. 

The Cuarrman. Mr. Brinson, in your discussion and the previous 
discussion of the Atlantic superliner, this question of raising the for- 
eign construction differential did not come up. Why does it come up 
in your case ¢ 

Mr. Brinson. By our recent experiences, Mr. Chairman. Right now 
we are, with the Federal Maritime Board, trying to resolve a problem 
of awarding a contract to improve Mariner-type vessels. There is one 
bid which the Board may come to which will prove that the domestic 
cost of this bid will be, we think, more than twice what it would cost 
to build a foreign ship and the 50 percent limitation may come into 
play in this particular case. 

We also are mindful of the fact that, while this is only our thinking, 
only two shipyards in this country would probably be interested in 
this vessel. That would be the New York Shipbuilding Co. and 
Newport News. 

The New York Shipbuil ding Co. is now the low bidder on the re- 
placement for the America, so it might fall that there would be only 
one bidder on our vessel; not that that would mean that they would 
have a monopoly on the bidding, but it would well be that the domestic 
cost of this vessel in our case would be more than twice the cost of 
building it foreign. 

If so, we are seeking protection, so that the Board will have con- 
stitutional authority to go ahead and award and set the construction 
differential rate in excess of 50 percent. 

As I say, we are confronted with that possibility in the case of these 
two freighters, 

The CuHatrmMan. Mr. Van Pelt? 

Mr. Van Petr. I have no questions. 

The Cuatrman. Mr. Ray? 

Mr. Ray. I have no questions. 

The Cuarrman. Mr. Mailliard ? 

Mr. Maiturarp. Following up the chairman’s questioning, Is it not 
true that this did not arise in the consideration of the bills to build 
the sister ship of the United States because they are not proposing 
to build under this section of the act? 

They are proposing a flat price, where the question of the construe- 
tion differential subsidy, the 50-percent himitation, will not apply? 
Is that not correct? 

Colonel Brinson. According to my understanding, it has not come 
up. Itcould have the same effect, however. 

Mr. Maiuurarp. If their bill is passed, however, they would not 
need this provision that you recommend ; would they ? 

Colonel Brinson. I assume, Mr. Mailliard, if we assume that $47 
million, as I understand it, would represent the foreign cost for re- 
placement of the America, then it would in effect remove the 50-per- 
cent limitation which the Board has now. 
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Mr. Mau1arp. If I understand these bills correctly, and I have 
not studied them perhaps as much as I should, the bill proposing to 
build the sister ship to the United States simply eliminates that 50 
percent without saying so, as I would interpret it. 

Colonel Brinson. It certainly has that effect; yes, sir. 

Mr. Matriuiarp. However, as long as you wish to build under the 
existing provisions of law for Government as opposed to private 
financing, you must have that raised in order to achieve the same result 
that would be achieved under the proposal for the United States? 

Colonel Brinson. It would not be the same result, sir, we don’t 
think. The same result would bring our ship down to around $31 
million. 

Mr. Maruiarp. I did not mean that. I meant that as far as this 
50-percent requirement goes, I believe that wording of their bill effec- 
tively eliminates it without mentioning it, whereas the bill that you 
propose would not eliminate it without specifically mentioning it. 

olonel Brinson. It is our view that there is the net result. 

Mr. Maturarp. I am a little bit surprised that with a ship of this 
size and the comparable design there would be so much discrepancy 
between these two positions. I am, therefore, interested that Amer- 
ican President Lines apparently thinks they can build a very large 
ship and a very expensive ship under the provisions of the 1936 act 
without setting a definite ceiling on it. Can you account for that? 

General Franklin says he cannot do it, and you say you can. 

Mr. Poors. I don’t know how we could answer that question if we 
didn’t know the thoughts that are in Mr. Franklin’s mind. I don’t 
know the answer to it. 

Mr. Parne. I might add that when you get beyond about 27 or 
28 knots you do have to go to 4 shafts. When you go from 2 shafts 
to 4 shafts you do have to increase the cost of the ship very sizably. 

Mr. Maru1arp. That is a big jump in cost. 

Mr. Parnes. That is quite a big jump; yes, sir. 

Mr, Mar1arp. Therefore, perhaps the reason then might be that, 
just as you feel you can finance your freighters under one system, 
when you get into this amount of money, then the financing costs 
become excessive, so that perhaps again it is a discrepancy in total 
fianancing costs between the two vessels. 

Being from California, I like to think that we are a little more efli- 
cient on the Pacific coast, but I didn’t get that answer. 

Thank you, Mr. Chairman. 

The Cuatrman. Mr. Pelly. 

Mr. Petiy. Following up a little on that question, Colonel Brin- 
son, the cost of the vessels, as you estimate it, $73 million. If the 
Maritime Board is able to arrive at a construction differential subsidy 
rate of 45 percent, then the way I figure it the owner’s cost is $40 
million plus, as compared with the owner’s cost of $41.6 million, and at 
43 percent construction subsidy rate it would be $41 million. 

Mr. Paine. I think we might add there, Mr. Pelly, if we may, that 
the CDS rate we have assumed assumes considerable competition in 
domestic bidding. 

The CDS rate is tied to the domestic cost and, if the domestic cost 
goes up, the CDS rate goes up, the cost to the American President 
Lines and the foreign cost theoretically at least remains fixed. 
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Mr. Petiy. At 47 percent DCS, the owner’s cost would be $38 
million or practically $3 million less than it would at the $43 million 
rate. 

Mr. Patne, Except for this, sir: We believe that, if we were to 
receive a 47 percent CDS rate, it would only be due to a higher domes- 
tic bid than we have assumed, so that, therefore, we would be in the 
same position. 

Mr. Petty. I think it is necessary, however, to fully justify legis- 
lation of this kind because certainly the committee if 1t passes out 
the bill is going to have to be prepared to fully explain to the other 
Members of Congress any such drastic position; and I do not feel, 
myself, that the figures are adequate for me to stand up and justify 
it. 

I think we have to have something more. 

Mr. Parnez. I believe our presentation attempted to show that there 
was an uncertainty on our part which carried to the point of where 
we did not go what this domestic price is going to be. 

Ships of this size and passenger ships in general are not a common 
atten of United States shipyards. They build them and they 

uild them extremely well, but the domestic cost is an uncertain 
amount and quite variable and we feel quite uneasy about the possi- 
bility of the domestic bid being so high that the normal CDS rate 
would exceed 50 preent. 

That was the reason for the introduction of this bill. 

Mr. Petty. But you heard General Franklin testify that they were 
figuring 42 percent. 

Mr. Patne. Yes, sir. 

Mr. Petty. There is one more question I would like to get in the 
record. That is the difference in total financing cost of the Govern- 
ment financing at 314 percent as against the private financing at 514 
percent, including financing fees. 

Do you have that figure at hand, or would you insert it in the 
record ? 

Mr. Poote. Yes, we will have it. We have it in some papers here. 
If you approve I will get it out and put it in the record. 

Mr. Petty. I would like to be able to see it. 

(The document referred to follows:) 

AMERICAN PRESIDENT LINES, 
Washington D. C., February 6, 1958. 
Hon. HERBERT C. BONNER, 


Chairman, Merchant Marine and Fisheries Committee, 
House of Representatives, Washington, D. C. 


Deak Mr. BONNER: Responding to Mr. Pelly’s request made in hearing yester- 
day, here is the difference in financing costs between the Government and private 
lenders as the source of our proposed borrowed funds, using the private lend- 
ing rate which our recent borrowing experiences lead us to believe would be 
effective. The private lending rate, 5144 percent, includes one-half of 1 percent 
premium to the Government on account of insurance under title XI. 


Interest on— 3% percent | 514 percent 
| Government | private lenders 





Construction loan !...._- cela p sigan scien nnviing ute maippniastin cecal $1, 421, 000 $2, 233, 000 














DPUNTONEG Wabiy Pho Foo rec get so Cort code dacata ne 11, 468, 756 | 19, 311, 890 
I a <i dactiacaiiiaitiaghiaadapeaitdaniltad salon caidPliiatigietnnaiing 12, 889, 756 | 21, 544, 890 


1 Average amount borrowed during about 36 months’ construction, $14,000,000. 
2 Average amount unpaid during 20-year mortgage, $16,383,938 owed to Government or $17,556,262 owed 
to private lenders. 
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Mr. Pelly was comparing this difference in interest cost with the effect on us 
of varying construction-differential rates. It is our estimate that the foreign 
construction cost of our transpacific liner will approximate $41,610,000 (exclud- 
ing financial costs) and that any change in the construction-differential rate 
would likely arise from the variation of domestic bids and would not affect the 
price we pay for the transpacific liner. To the extent our estimate is accurate, 
therefore, a possible increase in the construction-differential rate above 43 per- 
cent (used in our calculations) would represent increased domestic costs and 
would not offset nor lighten the burden of 5% percent total interest cost. 

Our calculations did not, as you can readily infer from the above, include 
commitment fees nor costs of attorneys’ services, printing, trustee’s fees, ete. 
Thus the difference in interest costs, about $8,650,000, is understated by some 
amount not easy to estimate with accuracy. 

Yours sincerely, 

ARTHUR B. Poorer, 

Vice President and Treasurer. 
‘TREASUBY DEPARTMENT, 

FISCAL SERVICE, 

Washington, February 11, 1958. 
Mr. Noa M. Brinson, 
Vice President, American President Lines, 
Washington, D.C. 

Dear Mr. Brinson: With reference to your letter of February 10, 1958, you are 
advised that the average interest rate on the interest bearing public debt of the 
United States as of January 31, 1958, was 2.860 percent. 

Very truly yours, 
W. T. HEFFELFINGER, 
Fiscal Assistant Secretary. 

Mr. Petry. That is all, thank you. 

The CuatrmMan. Mr. Glenn. 

Mr. Guenn. I have no questions. 

The Cuarrman. Mr. Dellay ? 

Mr. Detuay. | have no questions. 

The CuarrMan. Counsel will inquire. 

Mr. Drewry. Colonel Brinson, you mentioned when you were read- 
ing Mr. Killion’s statement regarding the application of nuclear 
energy that it would scare away passengers. On what do you base 
that ? 

Did you conduct any surveys, or just how was that conclusion 
arrived at / 

Mr. Patne. We have gone into the nuclear question at some length. 
We don’t consider ourselves e xpert, but we have gone into it at some 
length. 

In the case of the Nautilus you are given a badge when you go 
aboard. You are given special slippers. After 24 hours they check 
you to see how much you have picked 7 

I, fortunately, have a son-in-law who is head of the Navy unit at 
ARCO. Although he only gives me unclassified information, I feel 
certain that at this stage of the development of the science there 
would be some uncertainty that could develop. 

Mr. Drewry. Have inquiries been made of travel agents, for in- 
stance, to sound out what the public benefit actually might be? 

Mr. Partner. No, sir; we have not gone that far. 

However, we have noted one incident in the British plant and, of 
course, We have the uncertainty in that, if more incidents happen to 
atomic plants ashore, passengers very probably would take a second 
look at going aboard our ship. 

On the first voyage she would be full regardless, because as someone 


commented, there is a long line of people that will want to go any- 
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where when there is a first and so forth, but we do feel that there is 
some risk there that cannot be judged accurately at this stage of the 
process. 

Mr. Drewry. What will be the length of time needed to build this 
ship? I do not recall that it was mentioned in the statement. 

Mr. Paine. It will depend on the yard to which it might be as- 
signed. If the New York Shipbuilding Co. bid and if they presum- 
ably also will have a bid in for a replacement to the steamship 
America, if they might be building two at once, it might be 
lengthened. 

However, we assume a time of 40 months from date of contract. 

Mr. Drewrr. Do I understand that this ship involves no special 
defense considerations other than the fact that a fine, fast ship that 
meets your commercial requirements in the Pacific will be of immense 


value? 


Mr. Partner. That is correct, sir, except I would point out that 
Gibbs & Cox, our design agents, have designed a ship with lines 
and other characteristics that are suitable for driv ing at high speed 
and to which we can add defense features very, very well. 

Mr. Drewry. Such as additional speed ? 

Mr. Paine. Evaporator capacity, generater capacity and such fea- 
tures as that. 

Mr. Drewry. But there has been no direct discussion by American 
President Lines or Maritime with the Navy on the question of 
special defense features ? 

Mr. Parine. No, sir; we have supplied the Federal Maritime Board 
and the Navy with plans of the ship and, if I might insert at this 
time, I think it is interesting to the committee to iknow that we have 
already completed the bidding plans and specifications for this ship 
and are in a position to go “out and ask for bids upon Maritime 
Administration approval, so that we can expedite the construction 
of the vessel. 

Mr. Drewry. I am repeating this because it seems to me that this 
project should have gone as far as it has, as you just mentioned, with 
the bidding plans virtually ready, with funds for its construction 
on a private financing basis having been requested, I believe, last 
year, as well as being included i in this year’s budget, and yet with no 
clearance or no consideration of whether or not any additional fea- 
tures might be required to make it meet defense requirements. 

Mr. Parner. The design of the ship is such that I believe Gibbs 
would testify that the defense feature can be added and the adden- 
dum to the specifications is provided to provide defense features with 
very little difficulty. 

Mr. Drewry. Then I might take it that this is as great an advance 
in shipbuilding design for the Pacific Ocean as is possible at this 
time ? 

Mr. Parner. Yes, sir; I think Mr. Bonner will be particularly 
interested to know that we have given special emphasis to the safety 
features of this vessel. I have reviewed those features with Mr. 
Gibbs and this vessel exceeds the safety requirements of the Coast 
Guard, both as to compartmentation and fireproofing of material. 

21620—58——9 
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You will find here an excellent vessel from the safety point of 
view, which, of course, is an added feature from the national defense 
point of view. 

Mr. Drewry. Your speed is 26 knots plus? 

Mr. Patne. Yes, sir; its normal speed would be 26. It can be 
raised by national defense horsepower. 

Mr. Drewry. What about the projected competition? Do you 
know what the Japanese or the British or the others might be think- 
ing in terms of speed 

‘Mr. Pare. It is very difficult, sir, to determine what the Japanese 
are actually coming out with. We have had our representatives in 
Japan interested in this subject. We have made all the inquiries we 
could. We have talked to their passenger agents. They have stated 
up to now that 23 knots is the speed they want except that in one 
very recent release they talk of 25. 

Twenty-three knots speed makes sense for the reason that it allows 
you to leave Yokohama in the evening and arrive at Honolulu in the 
morning. 

For passenger operation it is most desirable to have time of arrival 
and departure such that you can arrive in the morning, disembark, 
ready your ship for the next passengers that are embarking, and go 
on your way in the evening, so the 23 knots does work out for that 
and when you want to raise your speed the next speed that. works out 
is 26. 

Mr. Drewry. That is all, Mr. Chairman. 

Mr. Matuiiarp. Mr. Chairman, could I ask one question / 

The CuarrmMan. Yes. 

Mr. Maruuiarp. Getting back to this 50 percent limitation, it occurs 
to me that if, as you say, you are liable to get a bid from 2 or possibly 
only 1 yard when you issue an invitation to bid, would not an excess 
above 50 percent on the differential between foreign cost and the cost 
of this bid simply mean an excessive bid because of lack of competi- 
tion ? 

Mr. Parne. No, sir; not entirely. A yard might bid fairly high. 
I believe all of these contracts have recapture and renegotiation 
clauses in them, so the Government is protected against the shipyard 
making an exorbitant profit. 

However, these ships are not usually worked by United States ship- 
yards and the hotel section area, the finish and so forth, is something 
that is somewhat special and we feel that there is an uncertainty ; that 
it might go above 50 percent. 

We might get three bids. I have talked to all of the yards that 
might be interested. At Ingalls yard, I talked to Mr. Monrow Lanier 
3 or 4 days ago. He reiterated that the ship has too much beam for 
his yard. 

The Sun shipyard is not interested. 

The bidders we believe would be New York Ship and Newport 
News. 

There is a possibility of Bethlehem. We would like to have Bethle- 
hem bid and will issue them the specifications and will hope they will 
bid, but they might not, based upon the information we have. 

Mr. Mariano. Certainly Newport News at least has had consider- 
able experience not only in tvalldine large passenger vessels, but in 
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completely renovating passenger vessels, so that its interior, the hotel 
end of it, isno stranger to them. 

Mr. Paxyr. It isn’t completely strange to them and we might get 
quite a low bid. We feel there is an uncertainty. We can *t prove that 
it, exists, but we feel there is some danger there. 

Mr. Mariurarp. I just express the fear that, if you have only one 
bidder, and this committee approves the bill which lifts the 50 percent 
restriction, it is sort of an invitation for an excessive bid. 

Mr. Patne. There is that danger, too. 

[ would point out, Mr. Mailliard, that the foreign yards are faced 
with quite a few tanker cancellations. The foreign yards in Japan, 
I am certain of right now, and some of the European y yards, too, may 
get what we call the hungry state and the foreign cost would be quite 
low, whereas the United States werd ards are now building up. 

Mr. Morse has been successful in placing a large number of eon- 
tracts with domestic yards and they are building up and when the 
foreign yards have a tendency to be on the downgr: ade and the United 
States vards on the upgr: ade, that wonld tend to make the CDS rate 
higher. 

Mr. Mainuiarp. Does that necessarily follow’ Is it not also true 
that, as the yards are able to build up and acquire a little more sta- 
bility, their efficiency should increase 

Mr. Patne. There is something to that point: yes, sir. That is 
another factor that influences the decision, certainly. 

Mr. Maitutarp. Perhaps it is not even necessary to pass the bill. 
If we were able to persuade the Maritime Administration that they 
should agree to Government rather than private financing, we really 
would not need a bill at all, except for this 50 percent factor; is that 
not correct 4 

Mr. Paing. That is correct, sir. 

However, I think you, sir, and the committee, would be interested 
in reflecting on this particular feature. The Maritime Administra- 
tion is by law required to arrive at the construction differential sub- 
sidy rate that is based on foreign costs and in every case over 3314 
percent they must have convincing evidence that the rate that they 
set higher than 33 percent is justified, so that there is a protection to 
the Government that I think is be ing well exercised. 

Mr. Maiiiarp. However, still would it not probably expedite and 
simplify this whole matter if we could persuade the Maritime Board 
that they should authorize you to build with Government financing 
and go ahead and get bids? 

This 50 percent thing may be a problem that does not exist and, 
if we could do that, it certainly would expedite it and if we find it 
does exist we could still probably legislate about as fast as we could 
how, 

Mr. Paine. The bids would normally be received in June or July. 
I don’t know how fast we might act on that, but it is something we 
may never meet. 

That is true. We have an uncertainty about it that is bothering us. 

Mr. Miniter. Would the gentleman yield ? 

Mr. Maiiirarp. IT am finished. 

Mr. Miriuer. I was just going to observe that, if we do not take 
action on that 50 percent clause and it does not come to pass that you 
could do it, then under 502 (c) because of the price of the bid, we 
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would be stymied for the rest of the year because by that time there 
will be very little legislation going through Congress, I think you 
will agree. 

Mr. Maiwuiarp. Oh yes; that is possible. I think it could be done 
if the Congress wanted to do it. 

Mr. Miturr. It could, but you would be taking a long chance on 
that. 

Mr. Paine. Weare inahurry. The British are coming. ‘The com- 
petition in the Pacific is going to be quite keen. We are anxious to 
fulfill our obligation to step in and provide American-flag transpor- 
tation. 

Mr. Garpner. I| think, Congressman Mailliard, vou might want to 
inquire of Chairman Morse how long it would take them to evaluate 
the bids and work out the construction differential subsidy after they 
were received. I think that would add probably several months to 
the time schedule we have been discussing. 

The CuHatrman. Let me see if I have the difference between these 
two cases. 

The United States Line comes in and says they simply cannot build 
and pay more than a certain amount. That is their case. They did 
not raise the question of the difference between domestic and foreign 
costs and there were other features that they did point out that are not 
in this case. 

You have progressed to such an extent that evidently there have 
been firm negotiations, for, as I understand it, funds are in the budget 
to take care of the construction of your vessel. 

Colonel Brinson. That is right. 

The CuarrMan. You come in at this point and say you cannot build. 

Colonel Brinson. That is right, Mr. Chairman, in the light of what 
we now know about the difficulties and the costs of private financing. 

The Cuarrman. You come in and say you cannot build unless you 
have Government financing and unless the differential is changed by 
an act of Congress permitting the Maritime to increase the differential 
between domestic and foreign costs. 

Colonel Brinson. That is right, sir. 

The Cuarrman. You say those two things 4 

Colonel Brinson. Yes, sir. 

The Cuarrman. You do not place a price on your level that vou are 
able to pay ? 

Colonel Brinson. That is right, sir. 

The CHamman. Yet you are not positive what the differential 
would be between foreign and domestic costs. 

Colonel Brrxson. No, sir. 

As a matter of fact, Mr. Chairman, in the final analysis, we are 
really not concerned with what the construction differential subsidy is 
because all we are concerned with is the true foreign cost to us, if it is 
30 percent or whatever it is. 

It all remains relative. That will depend, of course, on the co 
mestic bid. Maybe the Maritime has more information or some in- 
formation upon which they might enlighten the committee as to what 
the foreign costs of our ship may be. We don’t know. 

All of these estimates, the $73 million is an estimate. 

Based on the $73 million estimate of domestic cost, we then, based 
on our experience with the Maritime Administration and present 
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construction differential subsidy rate, adjust backward and say we 
think it will be about 42 or 43 percent, which would give us the $43 
million. 

That all remains relative. 

All we want is assurance of protection of Congress that we will be 
able to build a ship at the true foreign cost. That is all we are 

saying, sir. 

The Cuamman. Is that not alre ady provided in the 1936 act? 

Colonel Brinson. Except the 50 percent ; yes, sir. We feel we 
need congressional authority, just like U nited States Lines does, to 
get over whatever objection there may be, and I am sure Mr. Morse 
is in much better position to explain than we are as to why private 
financing i is forced on us. 

The Crairman. I am discussing that private or public financing 
question that is in the discretion of Maritime. There is no specific 
law about that. They can go either way and require you to finance 
the way they want you to finance it. 

Colonel Brinson. Yes, sir. 

The Cuarman. However, the second part of your objection both- 
ers me. If it applies in your case, why does it not apply in the other 
cases ¢ 

Colonel Brinson. They have a matter there of great importance 
to them, national defense features. 

We don’t know just what they are. We know we have endeavored 
to design a commercial ship which will put us on the same competitive 
level with foreign commerce, foreign-flag competition, the British 
and the Japanese. 

‘That is all we are seeking. 

Phe Ciamman. Are they not in the same position ? 

Colonel Brinson. We will all be in the same position as we see 
it, through the 1936 act, where we are placed on parity, and we are 
not attempt ing to go be yond that. 

However, we feel that a danger exists. If the domestic cost of this 
ship turns out to be more than twice what it costs to build the ship 
foreign, then we would be hurt because the Federal Maritime Board 
cannot go beyond the 50 percent, and that is the only protection that 
we are seeking. 

We gave the committee a figure of $36 million that we will accept. 
We think that would be approximately the result of what we will 
be prepared to build this ship for, the cost to the American President 
Lines. 

The Cuarrman. Mr. Drewry. 

Mr. Drewry. Colonel Brinson, right there, the United States Lines 
desire a commercial ship of 2814 knots. They are operating at 3014 
knots. That seems to be the troub lesome point as to where you break 
off on determining what is strictly commercial and what is national 
de fense. 

You have not arrived at any results as to national-defense features 
in your case. 

What is to kee p you from being in exactly the same position that 
the United States Lines is in, for instance, if the N: avy were to decide 
that 32 knots will be the maximum they — | like to have and you 
would then run at 30, wouldn’t that just by the same token become 
your commercial speed, and, therefore you would have to pay. 
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Colonel Brinson. I might go back there, Mr. Drewry, and go into 
‘that. We have bought some Mariners from the Maritime Administra- 
tion at 20 knots. Our contract provided that even though we paid 
the 18-knot cost, when we utilized the speed beyond the 18 knots we 
then paid Maritime for the use of that power. 

Since then, and getting away from that, we have bought the ships at 
20-knot-speed cost. 

That, I suppose, you would call a policy matter with the Maritime 
Administration. We determined our commercial speed of ship to be 
26 knots. We propose to operate at 22 knots. 

Normally, there would be only rare occasions if ever when we 
would use more than 26 knots for our commercial requirements. 

However, if the ship was built for 30 knots, we would expect to 
pay for that excess speed, based on our existing contracts with 
Maritime. 

I don’t know what the controversy is between United States Lines 
and the Maritime Administration, but when it comes to speed above 
your speed under our present contracts we pay for it where we have 
bought them at a certain speed and use it in excess of that. 

I don’t know whether I can make myself clear or not. 

Mr. Drewry. I think you do. 

The 26 knots is arrived at on the basis of the schedules that you 
would like to meet; is that right ? 

Colonel Brinson. That is right, sir. 

Mr. Drewry. So the hypothetic al question that I put to you might 
not become involved as far as your using the greater speed, except in 
an emergency or to make up a ‘slowdown or something of that sort. 

Colonel Brrxson. That is r ight, sir. 

Mr. Drewry. That is all. 

The Cuarrman. Are there any further questions ? 

Thank you very much. 

Colonel Brinson. Thank you very much, Mr. Chairman. 

The CuatrmMan. The committee will now stand adjourned until 
tomorrow morning at 10 o’clock. 

(Thereupon, at 12:30 p. m., the committee was recessed, to re- 
convene at 10 a. m., Thursday, February 6, 1958.) 
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THURSDAY, FEBRUARY 6, 1958 
Houses oF REPRESENTATIVES, 
COMMITTEE ON MERCHANT MARINE AND FISHERIES, 
Washington, D. C. 

The committee met, pursuant to recess, at 10 a. m., room 219, Old 
House Office Building, Hon. Herbert C. Bonner, chairman of the com- 
mittee, presiding. 

The CuairrMan. The committee will come to order. 

We will resume the hearings on the replacement of steamship 
America and the building of a passenger superliner for the Pacific 
area. 

The witness this morning is Vice Adm. Ralph E. Wilson, Deputy 
Chief of Naval Operations, Logistics, United States Navy. 

Admiral, do you desire to have another witness? 


STATEMENT OF VICE ADM. RALPH E. WILSON, UNITED STATES 
NAVY, DEPUTY CHIEF OF NAVAL OPERATIONS (LOGISTICS) ; AC- 
COMPANIED BY VICE ADM. JOHN M. WILL, UNITED STATES NAVY, 
COMMANDER, MILITARY SEA TRANSPORTATION SERVICE; AND 
CAPT. CASSIUS D. RHYMES, JR., UNITED STATES NAVY 


Admiral Wison. I have asked Admiral Will, commander of the 
Military Sea Transportation Service, and Captain Rhymes, my 
assistant. 

The CuatrmMan-: You gentlemen may be seated. 

You may proceed admiral. 

Admiral Winson. Mr. Chairman and members of the committee, 
Lam Vice Adm. Ralph E. Wilson, Deputy Chief of Naval Operations 
for Logistics. 

I appear today as a witness for both the Navy Department and the 
Department of Defense. 

1 welcome this opportunity to discuss the emergency passenger 
ship requirements of the Department of Defense. Our interest in 
passenger ship construction is based on the need for modern, high- 
speed ships capable of being used as troop transports in times of na- 
tional emergency. 

Bills H. R. 9342 and H. R. 9432, introduced by the chairman, and 
similar bills, authorize the construction of a superliner to replace the 
steamship America and the construction of a passenger vessel for 
operation in the Pacific. 

Both of these new ships will significantly reduce our qualitative 
deficiency in troop transport potential. Their earliest completion 
will, therefore, make an important contribution to improving our 
national defense posture. 
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In the event of a national emergency, the military would have an Unt 
immediate need for a number of troop transports. Depending on defi 
the gravity of the situation and the time factors involved, this need min 
might not be met by ships now available to us. of t 

It is easy to visualize situations, even short of general war, where wioh 
demands for the rapid mass movement of people would exceed our hic! 
present military capability. This could well become a race against “A 
time to evacuate nationals, to redeploy forces, or to augment existing : add 
forces overseas. yen 

For such purposes a significant increase in our limited reserve 161 
capability in high-speed passenger ships under the American flag in 
will be of great value. S 

ry : . L: ° a . 1 

There will be an urgent need for merchant shipping even in the ame 
event of an initial devastating nuclear exchange. Shipping active con 
on the high seas will stand a good chance of surviving the initial n 
onslaught. hia, 

Many vitally important tasks will remain to be done. These may 1 
include milit: ary occupation of enemy territory, continued support tra 
of allies, and transportation for our own economic rehabilitation. 


Heavy damage to our industry and lack of time would prevent the Th 
construction of sorely needed shipping. We would have to earry on 


with what we have on hand. ak 
The question may arise as to whether our calculations of shipping 2) 
needs for general war have taken into consideration the c apabilities ton 
of our allies and the magnitude of multilateral commitments to the are 
NATO pooling concept. 
The answer is a qualified yes. The United States has entered i on) 
all sincerity into NATO ee for the pooling of merchant shi . an 
ping. We intend to abide by our commitments in the event of a tot 
NATO war. lin 
It appears most probab le that the national require} nents of other 
N. tn nations would exceed their combined ship ping « cobaly lities Li 
lditionally, many foreign-flag passenger ships have marginal e1 al 
ae ance under heavy loading conditions me 
It must be pointed out, too, that the NATO Defens Shi ppg Au- | 
thority is not expected to become fully operational until 2 or 3 months tr 
after the outbreak of t ar. Meanwhile, our immediate at for effi i th 
cient transports must be filled from United States-flag shipping. ‘i 
Of utmost significance in this connection is that the United States 
must be prepared for emergencies other than all-out war and a NATO of 


war. We have interests in many areas of the world that fall outside st) 
the NATO sphere of planning. 


We must also recognize that under various circumstances which hi 
might arise, the policies and views of the United States would not 
necessarily coincide with those of our many allies in each and every 19 
crisis. The lessons of history have taught us that, as a matter of a 
fundamental policy, our primary reliance must continue to be placed 
on capabilities under our direct control. th 


Present planning indicates that by a combination of employing ° 
active passenger-type vessels and activating additional ships from the P 
national defense reserve fleet, we could meet our minimum needs for 
troop transport in the event of general war. We have enough ship 
space to provide the required initial lift. 

This determination is valid, however, only on a quantitative basis. 
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Unfortunately, the majority of our ships are old. Most of them are 
deficient in speed and lacking in other features that are important in 
minimizing the hazards of moving troops by sea. The use of many 
of them under modern war conditions would involve a high degree of 

risk which can be significantly reduced by the construction of modern 
Sah. speed ships. 

America’s active and reserve inventories of passenger-type vessels 
add up to a total of 156 actual ships, ranging in age from 5 to 30 
years, Of these, 56 ships are limited to a top speed range of 1514 to 
1644 knots, have an average age of 14 years, and represent a com- 
bined emergency capacity for about 56,006 troops. 

Sixty-one ships have a top speed range of 17 to 1714 knots, average 
age of 15 years, and a combined emergency capacity for about 163 000 
troops. 

There are 5 ships of 18 knots that are 30 years old and have a com- 
bined emergency capacity for about 4,000 troops. 

We have 24 ships in the 19-knot bracket, including 16 MSTS 
transports which can do 20 knots in a pinch. 

However, to call them 20-knot ships would be stretching a point. 
They have an average age of 13 years and a combined emergency ca- 
pacity for about 81,000 troops. 

Deduction leaves 12 actual passenger-type ships that are capable of 
20 knots or more. They represent a combined emergency capacity 
for about 33,000 troops, but 5 of these ships are over 25 years old and 
are lacking in several defense features. 

In fact, our existent, fully modern trooplift potential amounts to 
only 6 ships—3 converted 20-knot mariners, the 25-knot Constitution 
and Independence, and the 33-knot United States, which add up to a 
total emergency capacity for about 14,000 troops, enough for 1 stream- 
lined division. 

Ships under construction include 2 passenger vessels for Grace 
Lines and 2 for Moore-McCormack Lines. As with the converted 
mariners, they meet the minimum speed requirements for modern 
troop transport, 

The 4 ships will provide a total emergency capacity for about 5,000 
troops. These ships do include many improved design features, and 
they will contribute appreciably to the quality of our total trooplift 
potential. 

World Wars I and II proved that the submarine is a deadly enemy 
of merchant-type ships. ‘The Soviet submarine force has reached a 
strength of over 450 submarines, which is greater than the rest of the 
world navies combined, and the largest submarine force in world 
history in peace or war. 

Because of a concentrated building program commencing in about 
1950, the greater percentage of these are new, long-range units of 
modern design. 

By contrast, the Germans as only 57 submarines in operation at 
the beginning of World War II. The i impact of this numerical com- 
parison 1S ominous, 

With a few notable exceptions, a steadily growing submarine menace 
is compounded by a relative stagnation in merchant- ship development 
and the Conaegnen! increase in the vulnerability of our shipping. 

The vulnerability of merchant ships to submarine attack can be 
reduced in some measure by certain built-in national defense fea- 
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tures. ‘The more important of these are: (a) speed, (4) compart- 
mentation for damage control, (c) increased fire and shock resistance, 
(d) extra endurance and cruising range, (e) defensive armament and 
equipment. 

Kach of these defense features is valuable. The importance of 
speed cannot be overemphasized. Speed is the best passive defense 
that merchant-type ships can employ against hostile sieht The 
faster the target, the more difficult it is to hit with submarine tor- 
yedoes, and the more difficult it is for a submarine to get into position 
bor launching a torpedo attack. ‘These are simple derivations from 
the laws of probability. 

An added advantage of high speed is the flexibility in routing. 
Fast ships can be operated independently over more devious routes 
than is possible in convoy operations. This permits them to avoid 
known concentrations of submarines without undue loss of voyage 
time. 

In the past war it was standard doctrine among naval shipping- 
control authorities that a ship capable of 18 knots or more should nor- 
mally be employed as an independent, rather than in a convoy. 

This speed criterion is no longer valid, due to developments in sub- 
marine performance and the overall magnitude of the submarine men- 
ace. ‘Today it is not considered prudent to permit independent rout- 
ing of any ‘ship not capable of a sustained speed of at least 20 knots. 
Even at. this minimum speed there is a considerable risk involved. 

Detailed studies indicate that ships capable of speeds up to 24 knots 
are, in certain situations, as susceptible to attack by submarines capa- 
ble of sustained high-speed submerged as was a 13-knot ship during 
World War II. 

There is no magic speed figure that guarantees complete immunity 
to submarine attack. In transiting known or probable focal points of 
submarine menace, even the fastest ships would require additional 
protection, but this does not reduce the value of high speed as an 
effective passive means of protection. 

Our studies show that with increases in speed above 25 knots the 
proportionate reduction in vulnerability definitely pays off. High- 
speed design is expensive, but it will prove of great value in time of 
war. On some routes, in time of peace, it has obvious commercial ad- 
vantages as well. 

The importance of speed will increase as submarine development 
advances. 

In emphasizing the value of speed, the importance and value of 
other built-in national defense features should not be obscured. Many 
of them also serve to improve the commercial quality of a vessel, 
especially as regards safety and reliability. 

High standards of compartmentation reduce the vulner: ibility to 
enemy hazards by localizing damage: the spread of flooding into 
undamaged compartments is prevented, and a substantial margin of 
buoyancy is thus assured. 

Special preservative coatings, minimum use of wood, and other 
ne ventative measures increase a ship’s resistance to fire damage. 

Carefully designed shock mountings reduce the possibility of break- 
down of essential machinery under enemy attack. Certain prepara- 
tory structural work is accomplished, such as foundations and adapta- 
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tions, with a view to wartime installation of armament and other 
defensive equipment. alice 

Endurance adequate to fulfill a ship’s primary mission is a vital 
factor in wartime. Maximum endurance is required in ships whose 
mission entails long extended periods of steaming at sea. All types 
of major warships and submarines fall in this category. 

Transports and those logistic support type ships whose mission in- 
volves point-to-point transportation should possess sufficient endur- 
ance to make round-trip voyages at maximum sustained speed. Many 
of our available transports do not possess sufficient endurance to fulfill 
their mission. 

The requirements of endurance include the additional fuel capacity 
requisite to extended cruising range at high speed. The size of dis- 
tilling plants, the storage space for dry and refrigerated provisions, 
the capacity of electrical distribution systems, and many other features 
are also important considerations in regard to endurance. 

The development of nuclear power represents a great advance in 
ship propulsion, particularly because of unlimited endurance. Nu- 
clear propulsion in a man-of-war is of inestimable value as it insures 
a comparatively unlimited cruising range and enables a major warship 
or submarine to remain in its operating area for extremely protracted 
periods of time. 

As you know, the Navy has undertaken a long-range program for 
the application of nuclear power to surface ships, as well as sub- 
marines. To date, 19 nuclear-powered submarines and 2 nuclear- 
powered surface ships have been approved and funds appropriated for 
their construction. 

Not only is nuclear propulsion presently very expensive to construct, 
it is also costly to operate. Navy experience and estimates show that 
the operating fuel cost of nuclear-powered ships is considerably 
greater than that of similar ships fitted with conventional propulsion. 

It is noted that bill H. R. 9654 would incorporate nuclear propul- 
sion in the replacement for the steamship America. We do not believe 
that this action would improve either the commercial or defense utility 
value of this vessel by sufficient margin to warrant the dispropor- 
tionate increase in the initial cost and the operating costs. 

A passenger ship, even when used as a transport, is essentially a 
point-to-point carrier, For such employment adequate endurance can 
be achieved without resort to the high premium cost of nuclear power. 

For example, the cruising range of the steamship (/nited States is 
adequate for emergency purposes. The high pressure, high tempera- 
ture steam powerplants planned for these new ships represent the most 
efficient and most modern design of steam propulsion, and can be in- 
stalled in the minimum of construction time. 

The incorporation of nuclear propulsion would most likely neces- 
sitate considerable extensions in the design and building periods. 

Until further developments make nuclear powerplant costs com- 
petitive with oil, we do not recommend the application of nuclear pro- 
pulsion to ships of this type. 

[ have given you only a brief résumé of national defense features. 
Basically they are improvements and refinements in design, above 
normal commercial standards, that make a ship more sturdy, more 
capable, and more reliable, particularly under wartime conditions. 
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These features not only improve a ship’s performance and her ability 
to evade attack ; they also enhance a ship’s capacity to absorb an enemy 
attack and survive—they reduce her requirements for logistic support. 

The replacement for the steamship America and the passenger ves- 
sel for the Pacific will have designed speeds of about 33 knots and 
28 knots, respectively. 

As in the case of the steamship United States, the design of both 
ships will include speed above commercial requirements built in for 
defense purposes. These new ships will incorporate the maximum 
in safety and reflect the most modern national features. Their com- 
fortable cabin spaces, designed for approximately 2,000 and 1,500 pas- 

sengers respectively, will be convertible to troop accommodations with 
utmost ease and a minimum of delay. 

Even without any conversion, these new ships could respond 
quickly and effectively to an urgent demand in the event of emergency. 
Under such conditions the 2 ships would have the capability to evac 
uate a combined total of 7,000 mixed civilians and dependents, or to 
redeploy a combined total of 9,500 troops. 

By relatively rapid conversion, their capacities could be increased 
to ultimate totals of 14,000 and 10,000 troops, respectively. 

The prosecution of war utilizes all the resources of our Nation. 
Our entire industrial potential is intermeshed into our overall na- 
tional defense posture. ‘To project our military power overseas and 
support sustained combat operations, our Armed Forces must rely 
heavily upon American industry, and the maritime industry, as in the 
past, must play a key role. 

We are fortunate that we have laws and policies that are designed 
to both encourage and develop a strong maritime industry. It is most 
opportune for national defense that these two superior ships are pro- 
posed for construction under the logical policies of existing law for 
the pr imary purpose of furthering our maritime commerce and main- 
taining the prestige of our American merchant marine. 

While I have stressed the need for these ships in emergencies, there 
is an advantage in having additional United States flag passenger 
capability to provide for peacetime military requirements. Many of 
the transports operated by the Military Sea Transportation Service 
are poorly appointed for peacetime troop movements. 

Additional commercial passenger capability would make it possible 
for MSTS to utilize its better transports more effectively and inacti- 

vate the less desirable ships. 

Such action would effect a more economical operation and, at the 
same time, provide additional support for the privately owned mer- 
chant marine. 

At present United States commercial lines can only make an appre- 
ciable amount of space available to MSTS in the so-called off season. 
Because of this, MSTS is compelled to operate a greater number of 
ships than would otherwise be necessary. 

In summary, for the reasons set forth above, the Department of 
Defense desires to emphasize the urgent need for the construction of 
modern passenger ships. These 2 ships have been under discussion 
for about 2 years and will require about another 3 years to build, once 
approved. 

The financial and contractual details of the various proposed bills 
are matters of Department of Commerce cognizance. While deferring 
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to the Department of Commerce in regards to such business aspects, 
the Department of Defense fully endorses the enactment of legisla- 
tion which will authorize the prompt construction of these modern 
passenger ships. 

The Crairman. Admiral, I must say I do not know how in the 
world the Navy could endorse more strongly the proposal that is now 
before this committee. As one of the committee, I want to express 
the appreciation of the committee for the Navy’s frank and serious 
consideration of this matter. 

Admiral Witson. Thank you. 

The Cuarman. Mr. Lennon. 

Mr. Lennon. No questions. 

The Cuarrman. Mr. Pelly. 

Mr. Petty. Thank you, Mr. Chairman. 

Just one question, Admiral. Have you gone into, at all, the cost of 
the defense features that would go into these two particular vessels 

Admiral Winson. Mr. Pelly, I haven’t, personally; but Admiral 
Mumma. I understand, the Chief of the Bureau of Ships, is also one 
of the witnesses, and I believe he is prepared to answer that in consid- 
erable detail. 

[I could give you rough estimates. 

Mr. Peiiy. I will defer the question until Admiral Mumma comes 
on the stand. 

The Cuatrman. Mr. Young. 

Mr. Youna. No questions, Mr. Chairman: thank you. 

The Cramman. Mr. Dorn. 

Mr. Dorn. No questions. 

The Cuarrman. Mr. Glenn. 

Mr. Guenn. No; thank you. 

The Crarrman. Mr. Kluczynski. 

Mr. Kiuczynskt. No,sir. 

The CratrmMan. Mr. Mailliard. 

Mr. Mamurarp. I have no questions, Mr. Chairman, but I would like 
to make the comment that, as always, Admiral Wilson makes about 
the best statement we hear before this committee. 

Admiral Witson. Thank you. 

The CHamman. Mr. Miller. 

Mr. Minier. I just want to join in congratulating Admiral Wilson 
on that statement. I know nothing that could be brought out better, 
other than I am very concerned, Admiral, with the new problem that 
will confront us this time in case of an emergency, and that is the 
repatriation of American civilians and dependents that are abroad. 

That is going to impose, as I see it, a tremendous new problem that 
we have never had to tackle before. 

Would you care to expound on it a little bit ? 

Admiral Winson. I think you have pretty well summed it up, sir. 
It is a problem that gives us great concern and, of course, we have 
plans for contingencies, but we recognize that our capabilities as they 
exist right now, as I have attempted to bring out in this statement. 
are considerably limited. 

Mr. Mitier. | think it is fair to say this: That these people must 
be brought home for the very practical reason that if we do not bring 
them home, then we will have to support them in Europe or wherever 
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they are, and that would be the same burden as supporting another 


200,000 troops to feed and to care for. 

Admiral Wirson. I think that isa safe conclusion ; yes, sir. 

Of course, over there, their support would add many complications 
that troop support would not include. 

Mr. Minter. And we must have the capability of getting them out 
of the danger zone and as rapidly as we pass troops in. Is that not 
true ¢ 

Admiral Witson. That is right. 

Mr. Mitier. That isall, Mr. Chairman. 

The Cuairman. Mr. Ray? 

Mr. Ray. No questions. 

The Cuarrman. Mr. Thompson ? 

Mr. Trompson. One question, Mr. Chairman. 

Admiral, you hardly left a question unanswered in your statement 
that I can think of except I am curious to know about one thing. 

You mention the much greater cost of construction and operation 
of nuclear propulsion as against the conventional propulsion. Could 
you tell the committee approximately what the percentage is of 
greater cost of nuclear propulsion construction and the greater cost 
of operation of it at the present time / 

Admiral Witson. Of course, constructionwise we have had con- 
siderable experience with a number of ships as I have indicated. | 
have never calculated it ona percentage basis. 

I would anticipate that the increased cost—and Admiral Mumma 
ean certainly verify this more accurately than I can—in the case of 
the United States night well run $50 millon. I mean the replace 
ment of the America. 

Mr. Tuompson. Would it cost twice as much, say, to build just the 
power for the ship / 

Admiral Witson. I think it would be more than that. 

Mr. Tuomeson. How about the operation / 

Admiral Wintson. Four times. 

Mr. THompson. Four times / 

Admiral Witson. We made a study in connection with a nuclear 
powered tanker. We figured it would cost about four times as muc! 
to transport a ton of oil by nuclear propulsion, with a nuclear pro 
pulsion plant, over the conventional plant at the present-day cost. 

Mr. Tuompson. That is the operation ¢ 

Admiral Winson. Yes. 

Mr. Tuompson. I mean the initial cost of the propulsion under it as 
against a conventional type ? 

Admiral Witson. Of course, it will vary a great deal with the type 
of ship and figures on combatant ships are probably not too indica- 
tive of what you would find in the commercial, but I believe the esti 
mate which I have here, which applies specifically to the Savannah. 
the Maritime Administration’s nuclear-powered cargo ship, is almost 
twice as much. 

Mr. THomeson. Four times as much actual cost for transportation 
after it isin operation ? 

Admiral Witson. Our experience to date does not substantiate quite 
that much in submarines. Submarines are the only ships we have 
operated. 
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Mr. THompson. Knowing it does cost considerably more, and pos- 
sibly 3 to 4 times as much more, in the actual operation, are we closing 
the gap in your opinion and do you think the next several years will see 
a more economic functioning of nuclear propulsion to where it will be 
competitive at sometime in the future ? 

Admiral Winson. I think that we are closing the gap. I cannot 
say that it will ever be completely competitive. I know the replace- 
ment cores in the Vautilus, for example, were much cheaper than the 
initial cord. 

Mr. ‘Tuompson. And they are continually making advances in the 
design to where they are cutting down costs. 

Admiral Witson. Iam sure that is correct. 

Mr. ‘THompson. Do you think within the next few years we will 
see any startling change that will make it a lot more economical and 
better ? 

Admiral Wixtson. I think there will be a significant reduction in 
operating costs as manufacturing techniques are improved and more 
efliciency in design is accomplis shed. 

How rapid that would be would be nothing more than a guess. 

Mr. Tuompson. Thank you. 

That isall, Mr. Chairman. 

The Cuatrman. Mr. Van Pelt? 

Mr. Van Petr. No questions. 

The CuamrMan. Mrs. Sullivan. 

Mrs. Sutiivan. No questions. 

The CuatrrmMan. Mr. Allen. 

Mr. Auten. Thank you, Mr. Chairman. 

Admiral, | want to join in the commendation of your statement. 
[ think in the 11 or 12 years I have been sitting up here it is the finest 
statement that has come out of the Office of the Chief of Naval 
Operations. 

It is not only complete in the discussion, but gives us some of the 
reasoning that is back of it, and I very much appreciate both the 
statement and the improvement. 

Admiral Witson. Thank you, Mr. Allen. 

Mr. Auten. The American President Lines ships designed for 28 
knots and the replacement of the America, 33 knots. We have had 
figures from time to time that would indicate that the increase in speed 
does increase the safety in almost immeasurable ways. 

[ seem to remember figures that 80 or 90 percent of the sinkings in 
World War II were ships below 14 or 15 knots, or something of that 
sort. 

That brings me to the question: Is there a degree of safety that you 
can measure which comes with an increase, say, of from 20 to 28 knots, 
or from 28 to 33, or even greater speed so that we could tell whether 
it is worth even more money for defense features than is requested 
to get additional speed and how much additional speed ? 

Admiral Wison. As I attempted to point out in this statement, 
Mr. Allen, the point that I made about speeds above 25 knots begin- 
ning to make a payoff; those studies that came up with that figure 
are based on the most modern submarines that. we ourselves know. 

In other words, the nuclear propelled submarines that have a capa- 
bility of high sustained speed submerged. 
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Mr. Auten. As I remember the costs that were discussed yesterday, 
the new American President Lines ship would be somewhere from $28 
million to $35 million as a commercial ship. 

I suppose if we raised that speed from 28 knots to 35 knots it might 
come close to doubling the cost of the vessel. 

The question is whether it is worth it from a standpoint of national 
defense to double the cost to get an additional 3 or 4 knots, or whether 
it is worth adding 4 or 5 million dollars to get an additional 2 or 3 
knots. 

In other words, what is the relationship between additional cost 
and the probable safety ? 

Admiral Wuson. I think that somewhere in the 28 knot range you 
are up against a very practical consideration that if you get a ship 
of that size to exceed that speed you immediately go to 4 shafts, which 
makes it a very much more expensive ship. I don’t know that we 
can put a dollar sign per knot on this thing. It would be very hard 
to do. 

However, I can say this: If it was a question of having a 28-knot 
ship or none at all, we would be very happy to have the 28-knot ship. 

Mr. Auten. I will agree with that one, but is it worth the additional 
two shafts to spend with Federal money an additional amount and if 
so, how much. 

In other words, there must be a breaking point somewhere from 
the defense standpoint. We know what it is, according to the testi- 
mony, from a commercial standpoint. 

Admiral Witson. At the present time we feel reasonably encour- 
aged by any ship that is over 25 knots. Beyond that I don’t think we 
are prepared, Mr. Allen, to give you any real statement of how much 
related to the dollar is the ship. I think you have to also look into 
this aspect of it: 

We recognized in the beginning that the reserve of capacity of 
these ships is only made possible because they have a peacetime 
utilization of high importance, and you might be building a speed 
into a ship which would make it uneconomical in the commercial 
routes that she is intended for. 

Mr. Atiten. Turning to another phase of your statement, it seems 
to me that you emphasize both the trend on the part of the Navy, 
and MSTS in particular, to use the private merchant marine to a 
greater degree than was formerly the case, which causes me to wonder 
whether in going from Government oper: ition to priv: ate operation 
of this facility the burden on the private operation to be able to 
meet the requirements of an auxiliary is being increased, and in a 
sense as a corollary the duty or burden of this committee to make 
sure that there is a good auxiliary is being increased. 

Admiral Wirson. I think from the very beginning, MSTS has 
certainly indicated a willingness to use commercial facilities wherever 
they could. I think there is a minimum beyond which they cannot 
go in reducing th elr so-called nucleus fleet. but we have not gotten 
to that minimum insofar as passenger transportation is concerned. 

Mr. Atten. I have just one other question on the whole line. I 
think there have been some recent experiences in which the Navy has 

taken over ships of the merchant marine, indicating the desir: ability 
and the importance of their immediate availability. 
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For example, I believe that some ship of the American Export 
Lines was transferred from private operation to the operational con- 
trol of the 6th Fleet while it was at sea and some part of a possible 
conflict in the Mediterranean. 

Have you had examples of that type of availability during the 
past 2 or 3 years ¢ 

Admir% al Wirson. I believe that that was at the time of the Suez 
crisis when we had an immediate problem on our hands of evacuating 
people from that critical area 

Mr. Auten. How long did it take the Navy to get control of the 
ship ? 

Admiral Wizson. I think it was just a matter of putting the finger 
on and hoping the thing would be straightened out later. 

I don’t think there was any appreciable time whatever. 

As a matter of fact, there was complete cooperation and no difli- 
culty resulted. 

Mr. AtLten. How long do you think it would have taken to have 
gotten a Navy ahip to devthats ume job ? 

Admiral Witson. The Navy ships did the job, Mr. Allen. I mean 
this ship participated in it. We put Navy transports along side the 
pier in Kg gypt to ti ake these people out. 

The Navy ships actually went into the area. The commercial ships 
were of great assistance in taking the bulk out. 

Mr. Atten. Thank you, Mr. Chairman. 

The CuHarrman. Mr. Robeson. 

Mr. Rosreson. Mr. Chairman, I have 1 or 2 questions of Admiral 
Wilson. 

First, I would like to join in expressing appreciation, Admiral, of 
your appearance and your testimony. 

Admiral Witson. Thank you, sir. 

Mr. Roprson. On page 6 you list five of the more important de- 
fense features and you state the importance of speed cannot be over- 
emphasized. 

On page 9, you make mention that the Navy has to date 19 nuclear- 
powered s submarines and 2 nue lear-powered surface ships approved 
and funds appropriated for them. 

I think your testimony supports the need for speed and for the 
features in these large passenger ships for defense purposes. 

Then we have the cost feature. In this committee we are always 
confronted with the fact that the Defense Department apparently 
can disregard the cost of fighting ships, but then, on these auxiliary 
ships, it is very difficult sometimes for people interested in costs to, as 
they say, subsidize the merchant marine, even though these ships in 
your mind do have a definite value. 

It occurs to me there is no time when there is any commercial value 
or any income from a Navy vessel. It is strictly a fighting ship. 

Admiral Wiison. That is right. 

Mr. Roseson. Certainly there is no use of a return from a vessel 
except when it is taken over for defense or commerce. 

The question is: Do you think the additional cost of nuclear power, 
which would give much greater speed, so I understand, and would al- 
low changes in design to give much greater capacity, would be justi- 
fied from a defense need standpoint ? 

21620—i8 1 
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Admiral Witson, I think there is one misunderstanding there, sir. 
The only place that nuclear power will give you more speed i is in the 
submerged sustained speed of submarines. There is no speed ad- 
vantage in nuclear power in a surface ship. 

There is nothing magic about nuclear power that gives you more 
horsepower per pound. 

Mr. Roprson. I agree per se there may not be, but [ understand that 
with a ship of approximately the same design as the United States a 
nuclear powerplant probably could be put in the ship that would give 
much greater speed. 

Admiral Witson. No, sir: I don’t believe that will be true. 

Mr. Rosrson. Maybe I have been misinformed. The point I was 
interested in was the factor of decision does not seem to me in the 
need for defense to be necessarily the higher cost, but as to what bene- 
fit and as to how much delay there would be to design and to shift 
over to a nuclear powerplant. 

You think the expense would not be justified ¢ 

Admiral Witson. I base that primarily on the fact that in order 
to keep these ships in being and keep them active they have to be 
profitable ships for the merchant marine to operate and my own opin- 
ion is that that is the only way that the Congress would ever auth- 
orize their construction, a recognition that they would be successful, 
going concerns as a part of the American shipping line. 

Mr. Roseson. I would think that if the Government picked up the 
cost of the defense features and the additional speed in those the same 
opportunity for profit would remain. I mean that would be a matter 
of how much the Government wanted to pick up the cost of con- 
struction and the operation that was what I wanted to get in my 
mind. 

It appeared to me that you were not inclined to advocate proceeding 
now with nuclear power for the big lines. 

Admiral Witson. That is correct. 

Mr. Roseson. When would you expect the large liners we are talking 
about to be available tothe Defense Department / 

Admiral Wirson. I think that is a matter of development. 

Mr. Roseson. Another 3 years? 

Admiral Witson. I think that is awfully hard to estimate, sir. We 
have had some reductions in the initial cost of nuclear propulsion as 
we have gone along with this thing. ‘There isstilla great area, though, 
to gain experience in. 

Mr. Roprson, I meant the actual construction and delivery of the 
liner so that it was in service and, therefore, available to you would 
be something in the future, so we are making decision on what to build 
now, and the ship would be taken on in an emergency later, maybe 
2 or 5 vears. 

Certainly it is not available now. I have been involved in ship- 
building in two of these crash programs. That is the reason the laid- 
up fleets are full of ships to be assembled and built quickly, but if we 
had started ahead of time, we could have designed much faster and 
better ships: is that not correct / 

I thought maybe we ought to give consideration at this time to get- 
ting the best possible defense emergency ship so that instead of dupli- 
cating the conventional ship we would be in position to duplicate the 
hest one we had presently available. 
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Admiral Wutson. Perhaps | could be a little gratuitous there, sir, 
if you will support our ideas of installation of nuclear propulsion in 
major warships; that it will make a great contribution to the applica- 
tion in commercial ships, because the plant is practically the same. 

Mr. Roseson. I am for it. 

Admiral W aoe . What we would be asking for our carrier, for 
example, would be very suitable with minor adapfations to go into 
United States. Weare inthe same range of horsepower. 

Mr. Ropseson. That is what I understand. I know a little something 
about it and that is why 1 am more concerned that we move in more 
quickly on the big liner, because | was involved with thousands and 
millions of man-hours in the cost of building ships that we sent out 
that just didn’t have the speed, and did not have the features, and were 
not of use commercially. 

[ am not too seared about sputnik, but I am thinking maybe some- 
thing should move us a little faster. 

We are talking about 2 or 3 years ahead now when we are talking 
about these liners. lam sure of that. 

That is all, Mr. Chairman. 

The CuatrmMan. Mr. Tollefson. 

Mr. Toutierson. Thank you, Mr. Chairman. 

Admiral, if 1 had- not already been convinced that we ought to have 
these two ships envisaged by our bulls, I certainly woul | have been 
convinced after hearing your statement. You left very little un 
answered and I am hard put to think of questions to ask you. 

Just at the end of World War II an admiral by the name of Wilson 
made the statement that the Navy could not have performed its mis- 
sions had it not been for the utilization of the American merchant 
marine. Were you that gentleman / 

Admiral Wison. Yes, sir. 

Mr. Totterson. Could you make the statement today that the Navy 
could not perform its missions in the event. of an emergency were it 
not for the utilization of commercial-type vessels ¢ 

Admiral Winson. I am sure that the statement I made then is 
equally true today, sir. 

Mr. To.terson., Speaking for the Department of Defense, would 
vou include the other departments of defense in that statement? 

In other words, could the Army have performed its missions with- 
out the utilization of commercial-type vessels ? 

Admiral Wirson. I am certain that I can include the other serv- 
ices in that. 

Mr. Totuerson. In other words, commercial-type vessels, which in- 
clude passenger vessels, are in a sense, then, an integral part of our 
military plan. If none of the departments can operate without the 
merchant marine or cannot perform their missions without it, then 
it must. be in a sense what has been called the fourth arm of defense. 

Admiral Wintson. Our entire national policy is based on the policy 
of mutual security with our allies, and, if we cannot project our power 
overseas and maintain our lines of communication with our allies, 
then our whole policy of collective security falls down; and the bulk 
of that communication, or transportation, will continue to fall on sea 
transportation. 

Mr. Touierson. I just wanted the record to record your thoughts 
on the matter because a great many people are not able to realize 








144 SUPERLINER LEGISLATION 


that the American merchant marine has defense aspects and in a 
sense has military aspects, and there is some criticism directed toward 
the fact that we have a lot of cargo vessels and troop transports laid 
up and inactivated. 


As a matter of fact, when the Navy isn’t fighting a war, are their 


ships not laid up pretty much, too ¢ 

Admiral Witson. We have a rather sizable reserve fleet in the 
Navy, sir. 

Mr. Totierson. You would not think of scuttling all of them just 
because we were not in a war’ One of our objectives is to be ready 
to go to war or fight a war in the event we get into an emergency; 
is that not true / 

Admiral Wirson. That is correct. 

Mr. Totterson. When you suggest in your statement the possi- 
bility of laying up some transports presently utilized by MSTS, that 
is in line with the philosophy followed by the Navy with respect to 
many of its vessels; is it not? 

Admiral Wiison. That is correct, sir. I am sure that we will see 
more of this as time goes on. It is already taking place to the degree 
it can. 

Both the Navy’s and the national-defense reserve fleet are subject 
to purification if you want to call it that. As better ships are put 
into the reserve fleet the older and less desirable types are eliminated. 

Mr. Totierson. In other words, you are constantly improving your 

capabilities; and, as you do, you remove vessels that are approaching 
obsolescence, which are obsolete, whether they are destroyers, or 
battleships, or what have you. 

Admiral Witson. That is correct, sir. 

Mr. Totierson. I gather that you would agree that the same thing 
ought to apply to our merchant type of vessels, our commercial type 
of vessels. We should seek to improve them constantly also. 

In your statement you make this statement, speaking of the need 
for rapid mass movement : 

This could well become a race against time to evacuate nationals, to redeploy 
forces, or to augment existing forces overseas. 

In World War I and World War II, we did have quite a race against 
time in building ships to meet the requirements of the Department of 
Defense ; was that not true ? 

Aihasiy al Wirson. It certainly was; yes, sir. 

Mr. Totierson. Could it be said that when the emergency came 
upon us we did not have the ships to meet the requirements of the 
Department of Defense ? 

Admiral Wirson. I think that history would prove that a correct 
statement in both wars, particularly in World War I, but to a very 
large degree in both world wars. 

Mr. Totterson. Admiral, I have run out of questions already. 

Mr, ALten. One question in my mind is with regard to these very 
expensive ships, such as the reph: acement of the America. which I 
think totals $128 million. 

Are we getting our ships to be so valuable that they would perhaps, 
so to speak, make it possible for an ene my to use a different type of 
attack on them, possibly a nuclear device, where a smaller ship would 
not draw such fire ? 
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Admiral Wison. I don’t believe that is true, Mr. Allen. These 
ships sound very large. At sea the difference in a submarine being 
able to hit one of these ships as compared to a Victory or a Mariner, 
I don’t think the difference in size will be very significant. If he is 
not there at the right time, and in the right place, the right position, 
the ship moving too fast for him, he isn’t going to hit it, or his chance 
of hitting it are much less. 

Mr. Totierson. That is all, Mr. Chairman. 

The Cuairman. Admiral, would it be fair to say that with all the 
modern scientific advancement in capital Navy ships, fighting ships, 
their efficiency is decreased unless the supporting ships are improved 
in the same ratio ? 

Admiral Witson. I think that is a completely fair statement, Mr. 
Chairman. It is a situation that concerns us now in our own ships, 
that we have not within our resources to date been able to provide a 
balance of supporting ships to our new combatant types. 

The CuairmMan. Therefore, to secure the full efficiency and capa- 
bility of the fighting ship in the future this must be done? 

Admiral Witson. Of course, these particular ships will not lend 
direct support to our combat Navy. 

The CyHarrman. I mean the overall effort. 

Admiral Winson. Overall etlort, certainly > yes, Sir. 

The Crairman. And the answer is this must be done to keep 
abreast of the overall effort in the advancement, scientifically and 
otherwise, in modern combat situations. 

Admiral Winson. The answer to that, sir, is definitely “Yes.” 

The Cuairman. Mr. Garmatz. 

Mr. Garmarz. Admiral, on page 4 you speak of America’s active 
and reserve inventories of the passenger vessels. Is this not somewhat 
a little misleading to the extent that if you were in an emergency you 
could not get these 56 ships at 1514 to 1614 knots at one time and you 
could not get the 61 ships at 17 and 1714 knots? Would you not wind 
up with probably L of the 15-knot ships and maybe 4 of the 17-knot 
ships ¢ 

How long would it take you to get these out of the reserve fleet 

Admiral Witson. You can well wind up with only the ships that are 
active and in being. 

Mr. Garmatrz. You would not get all these ships you have listed 
here with the number of ships at certain speeds? 

Do you follow me? 

Admiral Winson. Oh, you wouldn’t have this total inventory that 
I have mentioned available—these 156 ships—for probably 3 to 4 
months. 

Mr. Garmarz. You would have no possible way of knowing how 
long it would take before you could really get the 56 ships at 15 knots 
and the others at their speeds? 

Admiral Witson. You not only have the problem of making out the 
portion of these that are in the laid-up fleet, but you have the problem of 
redeployment of ships that are active maybe half the world away from 
where you need them at the time. 

Mr. Garmatz. You would have to make separate convoys. You 
would have to take the 15-knot ships in one setup, and the 17-knot ships 
in another setup, and the 20-knot ships in another setup; or is it practi- 
cal to put them all in one convoy ? 
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Admiral Wixson. If you do that, of course, you reduce it to its 
lowest common denominator and your whole group then would be in 
the 15-knot speed or less. 

Mr. Garmatz. On page 9 in the second paragraph, you speak 
about. the cost of the nuclear-powered ships. Would you have any 
idea of the difference in cost between the nuclear-powered submarine 
and the conventional submarine, the cost of that compared to the many 
advantages that the nuclear submarine has? 

Admiral Witson. The difference in cost in some of our latest esti- 
mates on submarines is about $8 million for nuclear-power propulsion, 

Mr. GarmMatz. Between the nuclear-powered and the conventional 
submarine ¢ 

Admiral Witson. Yes. 

Mr. Garmatz. How about the advantages that the nuclear sub- 
marine has? 

Admiral Witson. That is almost beyond measurement. 

Mr. Garmatz. I mean in the cost of the $8 million there are many 
advantages ? 

Admiral Wirson. Oh, yes, sir. 

Mr. Garmatz. You say the Navy is going to build 2 nuclear-powered 
ships along with their 19 submarines. What particular advantage 
will the Nav y get out of these nuclear-powered ships ¢ 

Admiral Wison. There are many, but the one that really stands 
out is the terrific endurance. 

Mr. Garmarz. Will not some of those advantages go over into the 
commercial-passenger ship the same way ? 

Admiral Witson. It all relates to the mission of the ship, sir. 

Mr. Garmatz. Say, for instance, these ships we are speaking about. 

(Admiral Wiison. With respect to a combatant ship in a carrier 
task force, its ability to maintain the sea for a long period of time is a 
very important thing, and the same is true with a submarine. <A ship 
that is engaged in point-to-point service, if she has enough ee 
to make a round tr Ip, or to get to where logistics are rel: tively easy, 
perfectly capable of fulfilling her mission. That is the greatest as. 
tinction in the two types that I am speaking about. 

Mr. Garmatz. How about refueling this Navy nuclear ship? How 
long would that take, roughly ¢ 

General Franklin spoke the other day about the disadvantage, the 
time it would take in refueling whenever it was necessary on a pas- 
senger ship. 

Would the Nav y not have the same trouble refueling ? 

Admiral Wirson. Yes, sir; but you are speaking of «a job that is 
only required after some 350,000 miles of steaming as compared to 
10.000 or 15.000 miles. 

Mr. Garmatz. Would there be any difference in refueling whether 
it isa commercial ship or whether it isa Navy ship ‘ 

Admiral Wirson. No; that is right. 

Mr. Garmatz. It would still be the same amount of fuel / 

Admiral Wirson. That is right. 

It isa shipyard job. You have to go in and renew the cores of the 
reactors. That is what is consumed in nuclear propulsion. It is the 
reactor core. 

We recently did that job on the Nautilus. I am sure Admiral 
Mumma can be more specific than I can, but I know the job was done 
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in less than their estimated time. It was done easier and in less time 
than they had anticipated and that represented the first Navy ex- 
perience in it. 

Mr. Garmarz. And you could not see any particular advantages at 
all toa commercial ship with a nuclear-power setup / 

Admiral Wixson. Not until it gets competitive, I really don’t. The 
ship is perfectly capable of carrying out her point-to- point mission 
without this udeled feature. 

I think you could say that it would be desirable, but not of the 
urgency that it is in many other types of ships. 

Mr. Garaatz. That is all, Mr. Chairman. 

The Cuarrman. Mr. Boy kin, 

Mr. Boykin. Admiral Wilson, I think you have made a wonderful 
statement. We have had some other great men up here in the last 
few days. The statements of General Franklin and George Killion 
yesterday were wonderful, too. 

I read them last night and I hope they will read yours and that you 
will read theirs, and I believe you will. 

It is fantastic here what you tell us about the submarine. You say: 

The Soviet submarine force has reached a strength of over 450 submarines, 
which is greater than the rest of the world navies combined, and the largest 
submarine force in world history in peace or war. 

I remember, Brother Thompson, when they were blowing up all 
your ships down in your district and right at Fort Morgan, Ala., right 
down there in the Gulf of Mexico. I have a little cottage on the gulf, 
and the ships were coming in. We had as high as a hundred ships 
laid up there at night because the ‘y were afraid to go out of Mobile 
Bay. It wasa terrible thing. We just could not get anywhere. 

Mr. Miller was talking about getting these pe ople | home. Of course, 
we would have to try to get them home. 

Your statement has been fine. It has been very fair and you did 
it so easily. You were so straight about it. I think it is wonderful. 

What are we doing about building an awful lot of submarines ? 

Admiral Wirson. You don’t necessarily match number for number 
in this business. Submarines play an important part. They are a 
very valuable tool, but by no means the only method of getting at this 
problem. 

Mr. Boykin. I think we have to have every means in the world. 
I will tell you of an experience that surprised me last week, and some 
of the gentlemen are here today. 

I see one of them out here now, 

We had a hundred men from Alabama from the steel mills. We 
have great steel mills up there as you know. The United States Steel 
Corp. has great mills and we had them from every place in Alabama, 
and every time we would vote to spend a little money I would hear 
from one of those gentlemen and they would severely criticize me. 

The other day we had this hundred men. We were in the old Su- 
preme Court room over here and we locked it up and had lunch over 
there. We had more men than we have here. We were talking about 
this $5 billion we are going to give you. 

These men that had bee mn kie king all the time about spending any- 
thing came up from the biggest industries, and the biggest corpora- 
tions, and from the farms and everywhere else and said, fame io 
it doesn’t make any difference whether it is $5 million or $5 billion. 
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Take whatever you need and epend whatever you need to get what 
we need for ammunition, the N avy, the Air Force, or the Marines.” 

So it has kind of changed. I enjoyed, too, what my friend Mr, 
Robeson here, who went through this, said. I was in the shiphyilding 
business in a big way and had 3 plants in World War I and, like 
Congressman Bonner, our chi airman, said, we have to be i OP and I 
think that what you ‘are saying is certainly just exactly right and I 
believe from what all of my colleagues here on this committee have 
said, that we are certainly with you a thousand percent. 

I know I am, and I was with General Franklin on his statement, 
and also Mr. Killion. 

We better be together on everything. I have been on this commit 
tee off and on for over 20 years and I do not think I have ever heard 
a better or franker statement and I agree with everything you said, 
because I think you have given us the facts as you know them, 

I have cert vinly enjoyed hearing your statement. I will join with 
my chairman in being for everything in here that you have said. | 
am certainly glad to see private enterprise and all these people agree- 
ing at one time about what we need not only in our Navy and Air 
Force, but our Merchant Marine, and our passenger ships, and all 
other kinds of ships. I certainly enjoyed your testimony. 

Admiral Witson. Thank you very much. 

The Cuarrman. The counsel of the committee, Mr. Drewry, has 
some questions to ask. 

Mr. Joun M. Drewry (chief counsel). Admiral Wilson, in your 
statement you mention that we have enough ship space to provide 
the required initial lift. Then you itemize the vessels in our total 
inventory which make up that initis al lift space. 

Is it not true that under today’s possibilities in warfare that, initial 
lift may be all that we will have. Is not our shipbuilding capability 
vulnerable at many points in the country, and not merely at the ship- 
yard itself ? 

Admiral Wirson. I think it is perfectly possible that the ships in 
being will be the only ones that you will have for a consider: ible period 
of time, probably a greater period of time than we experienced in 
either one of the other wars. 

Mr. Drewry. On the question of the costliness of these vessels, 
there is also the limit to be considered of the relative cost in the use 
of these vessels versus other forms of transportation in the e event of 
need for large movements of personnel in time of emergency: is that 
not right? 

Admiral Wirson. Of the cost / 

Mr. Drewry. Yes; the cost of transport by ship versus airlift, for 
instance. Isn’t there a widespread difference between the two ? 

Admiral Wirson. I think cost becomes secondary in a major emer- 
gency. Certainly it never becomes secondary under anything less 
than that, but if you were inquiring as to the relative cost of airlift 
and sealift of large quantities of commodities, including human, I 
think the cost very ‘much is in favor of sealift. 

Mr. Drewry. Do you have any idea of what the comparison would 
be? 

Admiral Wison. It is in the neighborhood of 25 to 1, sir, on mass 
movement. 
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The CuarrMan. You mean it costs 25 times as much to lift the per- 
sonnel by air as it does by surface ? 

Admiral Witson. That is a large bulk movement of forces or 
commodities, sir. 

Mr. Marturarp. Will the counsel yield on that point ? 

Mr. Drewry. Yes, sir. 

Mr. Maruuiarp. We had this discussion before, and somehow I re- 
tained the ratio of 8 to 1. Does that figure mean anything to you? 
It seems to me that we had testimony ‘here a few years ago either 
from you or Admiral Denebrick, and the ratio was considered to be 
about 8 to 1 as against transportation that was held up by being on 
the surface of the earth as compared to having to lift 1t into the air. 

Admiral Witson. I think in any cost analysis like that, Mr. Mail- 
liard, you have to state your terms of reference and the study that I 
was speaking from was based on a relatively long distance move- 
ment of cargo or people, where you have to transport the fuel for the 
aircraft as a part of the whole operation. 

On the transatlantic, I am sure my 25 to 1 would not apply in a 
number of peacetime movements. 

Mr. Drewry. Admiral, I notice that all three of you gentlemen are 
submariners. This so-called initial lift capability which we have 
could mean very, very little. You might get the troops aboard, but 
there would be a strong question as to whether they would get there 
with many of the ships which we have to a ita. initial lift require- 
ment; is that correct ? 

Admiral Witson. It would put a considerable burden on the Navy 
to get them there. We would certainly make every effort to do it. I 
do not mean to minimize the job we would have to do. It would 
a lot easier if we could do it with f rast sh ips. 

Mr. Drewry. However, there is a desperate need for not only enough 
ships, but fast-enough ships, and you say the ships in being are the 
most important thing we have today. 

Admiral Wirtson. That is correct. 

Mr. Drewry. Just one other thing. In the report from the Depart 
ment of the Navy, which is speaking for the Department of Defense, 
is this stateme nt. Pan Ll would lke to read to you and hope that 
perh: ups you c ‘ould enlighten me as to just what it means: 


Oo 
rf 
( 


The Department of the Navy has been advised by the Bureau of the Budget 
that while there is no objection to the submission of this report to the Congress, 
the Bureau of the Budget believes that it would be desirable to build this ship 
at the appropriate time under the wholly adequate provisions of existing law 
which authorize payment of a construction subsidy and provide for private 
financing, with Federal insurance, of the ship mortgage. However, in this 
particular case, the Bureau of the Budget does not object to special legislation 
incorporating these features of the Merchant Marine Act, subject to the under- 
standing that enactment of such legislation would not be construed as conferring 
a priority for appropriations for the ship without regard to other scheduled 
ship construction. 


I do not want to ask you to comment on the question of what pro- 
visions of law it is under. I realize that is out of your province. How- 
ever, do you have any idea of what they mean by reference to the 
appropriate time / 

Admiral Witson. I personally do not. As I have pointed out in my 
statement, I think the appropriate time is now. That is my own 
opinion. 
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Mr. Drewry. That is all, Mr. Chairman. 

Mr. Younae. Mr. Chairman. 

The Cuatrrman. Mr. Young. 

Mr. Younc. Admiral Wilson, I too want to thank you for the ex- 
cellent statement. I want to direct your attention to the difference in 
speed of these two vessels that are being authorized here in connection 
with the possibility of their use in time of war emergency. 

I presume at that speed that the present theory would be to let 
them operate independently at 28 or 33 knots. 

Would there not be an advantage to have a uniformity of speed in 
order that even among ships of that class the ‘y could operate in com- 
pany and with some : additional protection / 

Admiral Witson. That would be an ideal, sir, but I doubt that it 
would be the kind of ideal that could ever be achieved from a practical 
point of view. 

Mr. Youne. Then I was curious about what is dictating the ditfer- 
ence in the speed of these 2 vessels, 1 for the Pacific and 1 for the 
Atlantic. The Atlantic vessel, I think, is 33 knots and the Pacific 
replacement is 28 knots. 

Admiral Witson. I really believe that the difference is based pri- 
marily on commercial considerations. 

Mr. Youna. As to whether or not it can be operated within reason- 
able limits of economy ? 

Admiral Witson. It is related to the scheduling. It is related to 
the competition. Iam sure there are many commercial and managerial 
aspects of it from the point of the steamship line that would determine 
that. 

Mr. Youne. [ have one more question. 

In view of the time lag element in getting these ships with the 
authorized appropri: ttions and getting them in operation, is it your 
opinion that under the circumstances this present program is adequate 
for our foreseeable needs / 

Admiral Wirson. Of course, that is the kind of question that Ad- 
miral Burke is asked repeatedly. We would like many things in the 
Navy. We would like to see many things done for defense. 

I think there is a practical limitation to what can be done and I 
think that this would make a very important contribution to the over- 
all problem. The fact is that if we had these 2 fine ships and were 
assured of getting them within 3 years it would be a very significant 
and major step forward. 

Mr. Youne. However, you are not passing on the adequacy / 

Admiral Witson. I would not. come up next year and say we did 
not. need two more if that was the subject of the hearing, but this 
would make a very significant contribution. 

Mr. Young. Thank you, Admiral Wilson. 

That is all, Mr. Chairman. 

Mr. Miniter. Mr. Chairman, before the admiral goes I would like 
to clear upa point in my own mind if I may ask a couple of questions. 

The Cuarrman. Yes, sir. 

Mr. Miniter. Admiral, I get confused. We people talk about the 
application of atomic submarines and the application of nuclear en- 
ergy in the propulsion of ships, automobiles and planes. Is it not true 
that all we do is to re place the source of heat—the boilers? The atomic 
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energy is the source of steam but isn’t the actual propulsions of the 
ship through conventional type steam engines or turbines? 

Admiral Witson. That is absolutely correct, sir. 

Mr. Mruuer. In other words, there is no great mystery about it. 
There is no new type of energy that is being developed. 

Admiral Wiisot. That is right. 

Mr. Minier. We have internal-combustion engines where an ex- 
plosion drives the piston down that we can translate into rotary mo- 
tion and that is in the automobile engine or the diesel. We use tur- 
bines, generally, at sea today, and there is no new application of 
energy. It is merely the replacement of the plant that creates the heat 
and because of a breakdown in the atoms you can get a great deal of 
heat out of them and transfer that heat into steam. 

Admiral Wiison. That is correct, sir. It is merely in the heat 
generation. 

Mr. Mitier. Is not that why you make the statement that you can- 
not get more speed ? 

Admiral Witson. That is correct. 

Mr. Mitier. You cannot get more speed out of a ship with atomic 
energy than you can out of oil because the things that give you the 
speed, the revolutions of the propellers, are driven by the same force, 
the steam through the turbines or the reciprocating engines, which- 
ever it is? 

Admiral Wiison. It is even difficult to get the same speed, because 
the steam side of nuclear propulsion, as it has been developed to date, 
is less efficient than the steam side of an oil-fired propulsion plant. 
You have great problems there in the matter of sealed circuits, of pre- 
vention of radiation, and heat transfer itself, so that the steam side 
of a nuclear propulsion plant from the point of view of pure steam 
engineering is not very modern. 

The Cuamman. Thank you very much. 

The next. witness is Mr. William Francis Gibbs, naval architect and 
marine engineer, Gibbs & Cox, Inc., New York. 

Mr. (Gibbs, do you have any associates you desire to bring up with 
you? 


STATEMENT OF WILLIAM FRANCIS GIBBS, NAVAL ARCHITECT AND 
MARINE ENGINEER, GIBBS & COX, INC., NEW YORK, N. Y. 


Mr. Gippss. No, I do not. 

The CuHamrMan. You may proceed, Mr. Gibbs. 

Mr. Gipss. I am here simply to answer questions. I have no state- 
ment to make, but if you would like me to make a statement, I would 
be delighted to talk. 

The Cuatrman. Mr. Gibbs, the committee is honored to have you 
as a witness. I do think the committee would appreciate such state- 
ment as you care to make on the subject. of these bills now pending 
before the committee and any observation you might have on the 
discussion that has taken place in this series of hearings. 

Mr. Giees. [ am generally familiar with the discussions that have 
taken place, that is, the statements made by the various owners, who 
have appeared before you, and I was present when Admiral Wilson 
made his statement this morning. I consider that Admiral Wilson’s 
statement, representing the Department of Defense and the Navy, is 
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one of the finest statements that I have ever read on this subject. It 
is far and away ahead of any summary that I know of. I can tell you 
that I concur with every word of it. 

His answers to your questions, without any doubt, were in line 
with the statement that he made and I concur with those. I think 
that you can have little idea, even from his statement, of the value 
of these great ships in time of 

I happen to have had a practice that particularly deals with these 
great ships. I have noticed the performance of the great ships that 
were used by our allies in two World Wars. 

I have always lived in New York and had an office where I could 
see them going out and coming in, and I can assure you that had 
the two large Cunard ships not existed in World War II it would 
have made a tremendous difference in the troop lift and the safety 
of that lift. 

The facts are, Mr. Chairman, that the speed of these ships is of vital 
importance in eluding submarines. Admiral Wilson pointed that out 
to you. A submarine has to be in a position so that, as we speak in 
seagoing language, the two ships are on a collision course and then 
they have to do some pretty straight shooting. That is very difficult 
with a high-speed ship. 

Let me illustrate that by the performance of the United States, 
and, Mr. Chairman, when we start on the United States you will have 
to stop me because I won’t stop myself. The United States has made 
a round-trip voyage across the Atlantic at a speed of 35 knots. It 
has made a one-way voyage at 35.59 knots. 

To show you how that compares with the speed of ships generally, 
the U/nited States broke the record by 3.9 knots. It took the record 
away from a ship that held it at 31.69 knots. In other words, after a 
hundred years of development of transatlantic high-speed passenger 
liners, when the speed was above 30 knots, the United States put on an 
improvement in speed of 3.9 knots when before that time the record 
had only been broken by a maximum of 1.8 knots. 

[ realize figures are difficult to follow, but these are simple fi gures. 

The difficulty of a submarine hitting a ship at any speeds like that 
is aenily terrific. Remember, the ship would not be running on a 
set course. It would be zigzagging. 

The ship, in about seven times around the world, in other words, 
something near 800,000 miles of high-speed operation between light 
ships, has averaged a speed of 31 knots for all the running it has done. 
That is when it has not been slowed down to get into port, because 
oftentimes it gets toward this side running to the west and toward the 
other side running to the east and they slow down to make a time of 
arrival, but when the ship has been running with the limitation of the 

schedule it has averaged 31 knots. 

As you probably know, the North Atlantic is the roughest water 
that ships | go through practically, the North Atlantic and the North 
Pacific, and in spite of that the ship has averaged 30 knots every day 
that it has been at sea in about something over a thousand days, and 
in only about less than 7 percent of the time has it made less than 
30 knots for a day. 

That shows the great independence that. it has in bad weather, an 
extremely important thing in North Pacific and North Atlantic opera- 
tions, because it means that it can keep on going in bad weather. 
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All those facts add up to this: that if you want a super troopship, 
as Admiral Wilson has described, you have one in the United States 
that is unrivaled. 

One of the things that he points out are certain other characteristics 
which I can emphasize to you. 

The greatest danger in war or peace in big ships is the danger of 
fire. There is no more serious d: anger. In the United States the ship 
is immune to fire. It is literally absolutely true that the only things 
that are made of wood in the ship or are combustible are a layer of 
wood about 21% inches thick on top of the butcher’s chopping ‘block, 
and the pianos. There is nothing else that is combustible in the ship. 
You can go into a stateroom and ‘pile: your luggage in the middle and 
set a match to it and when you come back in 3 hours it will have burned 
out. The room will be black with smoke, but not even the curtains 
will be burned. 

That is one of the greatest advantages in time of peace and war 
and that is why the Admiral referred to the fact that this ship or 
a ship of this type is so invaluable, because it is ready instantly to 
load troops on and you know that you have all of the safety pro- 
visions that you would have in a carefully converted ship. 

Remember, the subdivision of the United States is far in excess of 
the subdivision of any other large ship. Its power of survival is 
infinitely greater and it has provisions for refrigerated cargo and 
other refrigerated stores and dry stores sufficient to handle a full ship 
of troops, which is about 12,000 to 14,000, depending how you put 
“a min, onalong voyage. It has speed, and it has been said publicly 

by the Navy that “the ‘ship will make 33 knots on a run of 10,000 miles. 

The Navy has not said everything it will do nor do I intend 
to say that here, but the difference that there is between this ship 
and a nuclear-powered ship is something that Admiral Wilson pointed 
out. However, I do not know whether you realize just what the 
difference is. 

In a ship of this size and speed with its enormous cruising radius, 
you have an ideal ship for the purpose intended. 

Let us go back a moment, 1f I may, and tell you the origin of the 
ship. The origin of the ship was that General Franklin, after 

World War II, when he got back into harness in the United States 
Lines asked my brother and myself to talk with him about a new ship 
for the Atlantic. This was in 1946, He said, “Do you think that 
you could do a ship that had berths for about 2,000 passengers and 
had a speed sufficient to make a two-weekly round on the Atlantic, 
which is 2814 knots, which is what the Queens do, and have a fuel 
consumption very much lower than the British ships; and in addi- 
tion to that a ship that would be ideal from the point of view of the 
Navy for use in time of war as an auxiliary ? 

Bear in mind that our firm has done work for the Navy for many 
years and we are very familiar with their requirements. 

He said, “As far as I am concerned you have carte blanche to do 
that.” 

And he undertook to finance a long-term design of such a ship. 

We, therefore, developed it after consultation with the Navy so 
that it had everything that the Navy felt was desirable in the first 
instance—speed, radius of action, fireproof qualities, subdivision, and 
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arrangements so that it could be readily armed as the Navy might de- 
termine desirable. 

The result is that that ship is a naval auxiliary primarily. The 
passenger equipment of the ship has always been considered secon- 
dary. 

None of us knew at that time what such a ship would do on the 
North Atlantic commercially, because the great advantage of the pos- 
sible arrangement between the Government. and the shipowner on a 
ship like that is to make the ship cost. for maintenance by the Govern- 
ment nothing, and the owner puts in a substantial part of the first cost 
of the ship. 

In the case of the United States roughly it was one-third for na- 
tional defense, one-third under the Merchant Marine Act, and one- 
third for the owner. 

The result of all that was that it depended largely on what the 
United States citizens thought of the ship. Would it be successful ? 
We had never had a premier ship for more than a hundred years. 
Nobody knew what the so-called blue riband would mean. Nobody 
knew what people would think of this type of ship. I am sure that 
General Franklin had some doubts as to whether all the promises 
would be fulfilled. 

The ship went into operation and it is interesting to know that 
the performance of the ship has far transcended what anyone thought 
would be the most popular result. 

The ship has carried more than the average of we two Queens, al- 
though the Queens are larger. In other words, | am saying that, 
if you add the carrvings of those 2 ships together od divide by 2 , you 
will get the average that the ‘vy do. ( ‘ompared with the United Ntates, 
the ’nited States has always done better. The popularity of the ship 
to me has been perfectly startling. 

I feel sure, Mr. Chairman, that members of this committee repre- 
sent all parts of the country. I was very much interested when it 
came out and prior to its coming out to obtain the comments in the 
newspapers of the United States about it, and these comments sur- 
prised me, The comments I was most interested in were the com- 
ments in the small town and city newspapers in the middle of the 
country where you do not think that the merchant marine has the 
appeal that it has on the coast, and I have hundreds of those clippings. 
These are editorials. 

You know perfectly well that an editor of a small-town newspaper 
knows what the town thinks about most things. He talks to the 
president of the bank and all the other leading people and knows 
people generally, and in all those clippings not one single clipping 
criticized the building of the ship. On the contrary, they praised it 
and praised the authorities in Washington for making that ship avail- 
able. That occurred before and after the ship went into operation. 

All those things combined seem to me to make a very strong case 
when you couple it with the expert testimony of Admiral Wilson 
which he gave this morning, and it means that here is a case where 
private firms can share the cost of national defense, a unit of national 
defense of great importance, with the Government and reduce the 
Government’s burden in the first cost, and make it possible to have 
that vessel available without cost to the Government during its life. 
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Let me go back now to the nuclear phase of this thing. 

When you have a ship for that purpose, as the Admiral said, it is 
a matter of running such a ship from point to point. You load it 
with troops in this country, let us say, or you go abroad to bring 
repatriated people and it comes back to the U nited States. The ship 
has an enormous cruising radius and high speed. It can do all of 
that with perfection. 

I can only tell you that in reliability the ship has never stopped 
at sea because of a mechanical defect and has never been late leaving 
port because of unreadiness of the machinery to proceed, and with the 
speed that it has maintained it is the greatest long-distance test that 
any ship has ever been subjected to. 

I say to you that when you have that type of ship and it can be had 
at a far cheaper cost than a nuclear-powered ship and all of the ad- 

vantages that go with it, you hesitate to suggest that the ship be 
powered with nuclear power at an enormous increase in cost and a 
very large increase in operating cost. 

Let me define my own position, because you must realize that I am 
here by the request of the committee and not on behalf of any particu- 
lar one of the owners who are contemplating these ships, although we 
designed them. My view is that it is very important to insure that 
we do as economical a job in the national defense as we can do. 

If the Navy, as Admiral Wilson says, wants these ships, and he 
has made a perfect case for them, then I would produce the ship 
that he wants for the least investment of Government money and 
the least cost in operational subsidy, because, if you attempt to build 
a nuclear ship, you will have to take in somewhat the extra cost of 
the fueling and operation which are incident, as we now know to 
nuclear power. 

I say this and it is again self-evident, because nothing could be 
more delightful to me, Mr. Chairman, than designing a super-U/nited 
States with nuclear power. I love to do the advance things. We are 
in the habit of doing them and I look forward to big, fast ships with 
nuclear power with keen anticipation, but, after all, you want my 
opinion on these things and I am giving it to you. I think that the 
statement made by General Franklin and I think the statement made 
by Admiral Wilson as to the desirability of sticking to the conven- 
tional way of doing it in view of the great cost is important, but I 
think there is another element which may be more important than 
the cost. 

I do not assume, Mr. Chairman, that you or members of this com- 
mittee have pinpointed the start of war yet, and I know I do not 
know when it is going to happen and I am perfectly sure that Ad- 
miral Wilson does not know, and I am quite sure even when we go 
even higher, to the President of the United States, that he does not 
know; but, because we do not know, it may come early or it may 
come late; it seems to me common wisdom to prepare for it early, 
because, if you prepare for it early, you can deal with it if it comes 
late, but, if you deal with the — on the theory you are going to 
have 5 or 10 years to get ready for a war and a war occurs the day 
after tomorrow, you are in a ocala tough spot. The doing of a 
nuclear job of propulsion on a ship like this means an overhaul of 
the complete design of the ship. There is no question about that at 
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all, because in these ships the powerplant is an integral part of the 
ship. Do not think that it is a hull and you put machinery in it. 
Everything is tailored to fit a final job. 

I say of my own operation, because it happens that the chairman 
introduced me as a person who was a naval architect and marine 
engineer, that I often describe myself as a jack of all trades and 
master of none, but you would be surprised how important that is 
because, if you are going to do one of these great ships, it is an ex- 
tremely complicated thing and you simply have to control every 
feature of it. The machinery is as interesting to me as the hull 
and I feel in my ignorance equal facility with either one, but what 
happens is that you have to put this complex mechanism with all 
the creature comforts and everything else that go in, you have to 
do that as a whole, so that, when you are talking about powering 
the ship witha nuclear powerplant, you bring in problems of stability, 
you bring in problems of propulsion, you bring i in all kinds of prob- 
lems that we have to deal with from the ground up. 

Mr. Chairman, there is no easy way to do that. The reason that 
the United States is the ship that it has proven to be is the fact that 
great effort was made on the design. 

General Franklin gave us 2 years and paid out hundreds of thou- 
sands of dollars to us to perfect the design of the United States. 
The United States has in it more man-hours of engineering, including 
that of the shipyards and the component suppliers and ourselves, far 
more than any other ship in the world, by many times more. 

The reason it is successful is that that engineering was done and 
done carefully and without undue haste. 

It is very difficult, Mr. Chairman, to speed up the processes of 
the human mind. You have to have time to think and you have 
to think very carefully on a problem as complicated as this. There 
is not any question that, if we went to nuclear propulsion in a ship 
like this, it would be a long delay. I cannot tell you how long because 
I do not know, but it would be years. 

I think that the Russians did us a great favor when they fired their 
sputnik and gave us a sense of urgency, and if that sense of urgency 
means anything and we have a good way to do something and “do it 
quickly and do it cheaply, and “with an example which we can all 
look at and evaluate and know what it ean do, I think that is prob- 
ably the thing that in the long run you would do. 

Admiral Wilson suggested that he did not want to be understood 
as saying that these two ships were all that was needed for defense, 
but it is certainly a step and [I would look forward to doing the desion 
of a nuclear super United States. That certainly could be done, can 
be done, will be done in due course, but. it is a long and very costly 
procedure if you are going to make a success of it. 

Therefore, I say to you, it seems to me that that is the kind of thing 
where to hesitate you incur the greater cost. and the delay when you 
have heard from the Defense Department that this ship suits them so 
well, and we know that it does. 

Mr. Chairman, you may ask me: “Well, this ship was designed 
more than 6 years ago, 7 years ago, and is it up to date? Is it in 
advance? That is, can we advance the new ship over the ship that 
was done 7 years ago? 7” 
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My answer to that is this: That the ship contemplated by the speci- 
fications and plans that you have received is a ship in advance of 
the present United States. To you, looking at it, you would say 
it looks like the United States. A a walking on the deck 
would say, “This is very similar to the United States.” But in an 
enormous number of places throughout the ship improvements have 
been made wherever we could find from the 5 years of operations that 
those improvements were worthwhile and would reduce maintenance. 

We have better materials available now than we had 6 years ago, 
and all of these changes, I am able to tell you, mean that the ship 
that you have in contemplation and have the price on is a ship well 
in advance. The princ iple is the same. There are no extraordinary 
principles involved. The shape of the ship has proven extraordi- 
narily good in North Atlantic operation. It has the reputation of 
being the best sea boat on the Atlantic and I can only say to you 
that after it came out the Queens were taken in and fitted with stabi- 
lizing fins, which is a tr ibute to the performance of the ship. 

I say - of those things seem to me to add up to the fact that there 
is truth in what Admiral Wilson has said and what the preceding 
witnesses have said, and what the members of the committee and the 
chairman have said: that you have a unique opportunity here to 
make a remarkable advance in the direction of national defense and 
at a minimum cost. 

Mr. Chairman, if the Government and owners should insist on a 
nuclear-powered ship, I would simply be delighted, because nothing 
would suit me better than to design such a ship if I were called on 
to do it. I would get a great thrill out of it, but I know, if it is to 
be successful, the time, effort, and cost that will go into such a ship. 
Ultimately such ships will be done but I think that you proceed 
rather slowly in an advance of this kind when you know that the 
Navy and the Maritime are bk azing a trail, and to jump in and do 
this at this time would be a very costly and delaying thing and I 
do not think the national defense should cost any more or be delayed 
unnecessarily. 

I think we should try to do our part to avoid it. 

Mr. Chairman, you asked for this. I did not suggest it. 

The CuHarrman. Mr. Gibbs, this has been the most interesting 
series of hearings that this committee has had in some time and 
particularly this morning; and, in the light of the reports that the 
chairman of the committee has received from this administration, 
my only regret is that those who wrote the reports and sent them 
down here could not have been here to hear Admiral Wilson’s testi- 
mony and your testimony. 

I know of no way we can get it to them because I am certain they 
are not going to read in detail what the transcript shows. I do not 
think so. That is regrettable to me. The reports have come down 
as they have and there is not an easy way to get this to those who 
control the administration. I regret it very much. 

Mr. Garmatz is particularly interested in the phase of nuclear 
energy, so I will yield to him at this time. 

Mr. Garmatz. Thank you. This could probably go on long into 
the afternoon. 

I have one question I want to ask you. Do you have any connec- 
tions or have you played any part at all with the nuclear Navy ships? 
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Are you designing them or engineering them, or are you being con- 
sulted on the Savannah or any of those? 

Mr. Gress. We have been consulted by the Navy. 

Mr. Garmatz. Have you been consulted on the detail, or just gen- 
erally speaking? In other words, will you get any knowledge or 
any : advantage out of the Savannah that could be used on a commer- 
cial ship 

Mr. Satan Oh, yes; there is no question about that at all. The 
Savannah is one of the, let us say, milestones that first looks in the 
commercial direction. 

With the Navy ships, the commercial considerations are secondary, 
as you can well imagine, but in the Savannah that is the first attempt 
at a commercial ship 

I am sure Mr. indus will tell you that they do not think of the 
Savannah as a commercial ship, but it will be necessary to experiment 
by building a series of these powerplants of varying types before you 
will find the answer to the best type for commercial service 

The CuatrmMan. Let me interrupt at that point. 

That was the view of this committee. It was the thinking of this 
committee that we would demonstrate farsightedness. We realized 
all you have said about the Savannah. It 1s an experiment. It is 
an effort to look into the future and to attempt to find what can be 
developed. We knew that the ship was not as of this day a prac- 
tical ship, but, unless we do these things, we will be always a back- 
ward nation. 

Mr. Gress. I concur with you, Mr. Chairman, fully. 

The Cuatmman. And we had a hard fight to get the Savannah 
underway. 

Mr. Gress. Let me tell you something. I am used to hard fights. 
You never do anything in this world that is different that you do 
not have nearly every man’s hand against you. It does not make 
any difference whether it is ships, whether it is medicine, or religion, 
or what it is. You will find that as soon as a man comes up with 
a new scheme of things he makes everybody mad because they have 
to think and people do not like to be forced to think. Then when 
they go through that process they join all together against this indi- 
vidual and try to knock him out. That is pretty good, because, if 
it were not so, you would have all kinds of queer things going on, 
even queerer than you are familiar with. 

The Cuarrman. I reckon there are going to be a lot of people kick- 
ing and fighting when they go into heaven because they did not go 
in the old w ay. 

Mr. Gress. I think that is exactly right, but I think, if the idea is 
sound, the man who usually proposes it will in the end win out if he 
has the joy and pleasure in the job that I do. I have no complaint 
about opposition at all. I love it. 

The Caatrman. Mr. Garmatz ? 

Mr. Garmatz. That is all. 

The CHatrman. Mr. Allen? 

Mr. Auten. Thank you, Mr. Chairman. I, too, have enjoyed the 
statement, Mr. Gibbs. I am trying to correlate to some extent in my 
own mind the degree of safety that additional speed produces and 
the cost of speed and whether the amount of dollars involved makes 
certain speeds worthwhile or makes others too expensive. 
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Do you have any thoughts as to what kind of yardstick you can set 
up in that regard? 

Mr. Ginps. I would say to you, in considering the total cost of the 
ship and its intended naval use, that the cost of the speed in the United 
States can be justified many times over by its reduction in target that 
it gives to a submarine. 

That was studied very carefully by the Navy on the first one and I 
do not have in my mind at this moment just the proportion, but I 
would say to you it is many times the safety that results from 20 knots 
and well within the difference in cost of the ship. 

Mr. Auten. The particular problem at the moment is that we have 
1 ship proposed at 28 knots and another at 33 knots or thereabouts and, 
if it is worthwhile for one ship, why is it not worthwhile for the other 
ship, just considering now the cost to the Government ? 

Mr. Gipps. Mr. Ch: airman, that is fairly easy to answer. 

One of the things that makes this construction of these ships possible 
is a partnership between an owner who operates ships for profit and 
the Government who wants to have the ship available for national 
defense. 

In the design of ships all ships that are carefully designed are de- 
signed for an owner for a particular purpose and the United States 
could not be used economically on the Pacifiic by the APL Lines. 
Their trade is a different trade. The length of the voyage is a differ- 
ent length of voyage. The cost of operation of the ship i is different. 
The result is that I think that the necessity obtains that in these 
particular ships they should have an adve intage both commercially and 
in national defense. If it was purely national defense you would put 
the United States on the Pacific as well, the United States-type ship 
with high speed, but it is not possible for an owner out there to handle 
that kind of a ship with its enormous capacity and speed on the run 
that they have. 

The 28 knots that has been talked about here is the normal maxi- 
mum for such a ship because that is a twin-screw ship and, when we 
go above that figure or approximately that figure, we get into a situa- 
tion where probably a 4-shaft ship Is indicated and ‘the jump from 
2 shafts to 4 shafts means a big increase in cost and also in cost of 
operation with respect to the engine crew and all the other things 
that go with it, so that you have a natural dividing line there; first, 
that the ship suits the owner for his trade, is within his operating 

een of earning, and at the same time is a very good ship for 
the Navy, as you have heard Admiral Wilson s: ay. 

This is just a recapitulation, in other words, of what he testified to 
this morning. 

Mr. ALEeN. I take it then that you could not build more speed into 
that ship at a cost to the Government only without also increasing the 
cost to the owners ? 

Mr. Gress. That is correct. 

Mr. ALLEN. Is that because of more displacement ? 

Mr. Gipps. I prefer not to particularize. It is a new design of 
ship. 

Mr. Auten. I have one other question if you can help me. Have 
you any idea what a purely commercial version of the U/nited States, 
suitable to the trade on 30 knots, would have cost if built in a foreign 
yard at the time the United States was built ? 
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Mr. Gipss. I would not undertake to say. That is a subject where, 
for every man that talks about it, you have a different opinion. My 
job is to design ships for owners the way they want them designed 
and I leave the financial phase of it and the determination of subsidies 
and so forth to people of far greater intelligence than mine. 

The CuatrMan. Mrs. Sullivan ? 

Mrs. Sutiivan. I have no questions. 

The Cuarrman. Mr. Mailliard ? 

Mr. Mamu1arp. Mr. Gibbs, following Mr. Allen’s questioning, would 
it be right, then, to say that if for national-defense purposes we 
wanted a higher speed in the APL ship and were willing to pay for 
it, we could not do so without increasing the operating expense of the 
ship ¢ 

Mr Gisss. That is right. 

Mr. Matiui1arp. In other words, you could not operate a four-shaft 
ship at the speed they want to operate at without it costing more 
money than the ship you have designed ? 

Mr. Gases. That is right, provided the amount of money that they 
are going to put in was kept where it is now. That amount of money 
would have to come down to balance off increased cost. 

Mr. Matrniarp. Perhaps it is not applicable on these bills, but in 
designing a nuclear-powered passenger vessel what would be the effect 
of the essential difference in the amount of space that would be re- 
quired for the nuclear part of the machinery and the design ? 

What I am thinking of is would it enhance the utilization of the 
space for a passenger vessel not, for instance, to have the updrafts 
that you have in the conventional boilerroom ¢ 

Mr. Giees. I would think that there was very little difference be- 
tween the two methods of propulsion in the effect on the passenger 
carrying of the ship, but that is a subject that you could only 
determine with any accuracy when you got to the point in design 
where you dealt with the refueling operation of the nuclear ship 
You have to take out the used core, the core that has been, if you weil 
to put it, burned up, and put in a new core, and the handling of that 
very hot material, hot in the sense that it has a tremendous amount 
of nuclear emanations which are dangerous to life, involves a very 
complicated question. 

The easiest way that we know is to be able to come down from 
above and pick up the used core and lift it out. That is the method 
used or contemplated by the Navy and is a method contemplated in 
the Savannah, and is almost universal because it is the only way that 
is simple to do it. 

We have studied a great deal about this nuclear propulsion business 
because it is a matter of great interest to me personally, and you can 
conceive of possibly other methods. 

However, in the present state of the art, before you lay out the type 
of machinery that you would put in, it is very difficult to say. 

I would say the safest view is that it would not affect the capacity 
for useful areas very much. 

Mr. Maitiiarp. Would I be right in interpreting from your testi- 
many here that it is your feeling ‘that we ought to have more exper!- 
ence with the Savannah as an experimental ship before we proceed 
too hastily ¢ 

Mr. Gises. I think that that is a reasonable assumption. 
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My difficulty, as I have stated it to you, and the difficulty that Ad- 
miral Wilson who preceded me stated, Mr. Chairman, is the enormous 
cost, and I think I emphasized more directly for you the time re- 
quired. If you do not mind the cost and you have plenty of time and 
you people know exactly when the war is coming, then I think that you 

‘an work on a nuclear design. It would require great care. It would 
require a great deal of engineering to do the job, but our information 
is not as good as it would be after we had a series of plants like the 
Savannah, just as the chairman alluded to here a minute ago, with 
which I am in complete accord. 

For instance, there was reference here by the preceding witness to 
a question that this nuclear plant was just the same as a ‘steam plant 
so far as turbines and gears were concerned. Well, there is a great 
deal of talk today and Maritime is investigating the subject, whether 
the more ration: al way to approach it is not to use a gas turbine instead 
of a steam turbine. 

That is a perfectly possible way to do it. It requires development 
and they propose to develop that. 

That is the kind of study, step by step, that leads up to the point 
where we get enough definite information so that we can say, “Well, 
a large power ship is possible.” 

I can tell you this: that it would be years before you could build 
such a ship and have it as commercially attractive as the United 
States is for the same speed and power. 

One thing more, Mr. Chairman, I think that Admiral Wilson made 
a very good point when he said that it is not a question of speed at all 
in the ship, that speed is regulated by entirely different considera- 
tions. The speed is regulated by the hull and, if you said to me that 
you wanted a super United States and you wanted it driven by nuclear 
energy, I would come up with a ship that would be larger and more 
power ful than the United States and would go much faster, and might 
have more capacity, and when you saw the cost tag on such a ship, 
you would have to hold your hats on. I can assure you of that, but 
please understand, nothing would suit me so well as the Government 
to tell me, “Now, Mr. Gibbs, you have had some little experience in 
these things. We would like you to design a ship that would put the 
United States in the shade.” 

Gentlemen, it is perfectly possible to do it either with conventional 
machinery or with nuclear machinery, but it tends to go away from 
the commercial and get into the purely uncommercial operation. 

Does that answer your question ? 

Mr. Marmutarp. It certainly does. 

Mr. Chairman, may I say it is always a pleasure to listen to Mr. 
Gibbs, not only as an engineer, but as a philosopher. 

Mr. Gisss. I tried to told myself down, and, Mr. C Jhairman, I want 
to record the fact that I used no profanity this morning whatever. 
I feel that has handie: oie me. 

The Cuatrman. Mr. Gibbs, I think the audience has enjoyed your 
testimoney as well as the committee, and I want to express, on behalf 
of the committee, our appreciation for your attendance. I want to 
thank you very much for coming. 

I would like the record to show that the distinguished former 
member of this committee from California, Mr. Shelley, who is now 
a member of the Appropriations Committee of the House and is 
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greatly interested in ships and shipping and the development of the 
merchant marine, was present at the hearing. 

The committee will stand in recess until 2: 30. 

I want the record to show that I am particularly pleased with the 
attendance of the membership here today. 

We stand in recess until 2: 30. 

(Whereupon, at 12:20 p. m., a recess was taken until 2:30 p. m., 
this same day.) 

AFTERNOON SESSION 


The Cuarrman. The committee will come to order. 
The witness this afternoon will be Mr. Harry W. Pierce, vice chair- 
man of the board, New York Shipbuilding Corp., Camden, N. J. 


STATEMENT OF HARRY W. PIERCE, VICE CHAIRMAN OF THE BOARD, 
NEW YORK SHIPBUILDING CORP., CAMDEN, N. J. 


Mr. Prerce. Mr. Chairman, my name is Harry W. Pierce. I am 
vice chairman of the board of directors of the New York Shipbuild- 
ing Corp., of Camden, N. J. With your permission, Mr. Chairman, 
[ am just going to work from some notes here. In view of the excel- 
lent testimony on many points to which you gentlemen have listened, 
I am going to try to stay off those grounds and limit my remarks to 
certain features of the bidding proc edure previously conducted under 
the Maritime Board with respect. to particularly the replacement of 
the steamship America for the United States Lines, and to express 
my views on the threat to the Federal competitive bidding system if 
new bidding is legislatively required for the contemplated vessel. 

Construction of the proposed superliner will take about 3 years, 
and I think the previous testimony has made it pretty clear that the 
new vessel is needed as soon as possible to meet defense requiremnts 
and that the steamship America should be retired as near to its 20th 
birthday as practicable. With that in mind, the Maritime Board 
issued its invitation for competitive bids on December 10, 1956, some 
14 months ago. It is my understanding that the Maritime Board 
made this decision in the belief that this project was so large and that 
the amount of Government subsidy or assistance would be so difficult 
to determine, as well as the need for promptness so great, that a pre- 
cise request for the appropriation of funds and a final decision as to 
the construction would be speeded by advance knowledge of definitive 
construction costs. Only by this approach could the contractual 
amounts be known in advance and the subsidies and defense allow- 
ances determined in advance. 

All bidders participating in that bidding competition were in- 
formed of these objectives and were told that the precise title and 
section of the Merchant Marine Act or other public law under which 
the ship might be built had not yet been determined. The bidders 
in that competition were further informed that in order to provide 
a reasonable time to make subsidy determinations, which come of 
course from the estimates of foreign costs, to compute the cost of the 

national defense features, to negotiate the necessary contract with 
the operator and obtain an appropriation from Congress, that it 
would be necessary to have the bids remain firm for a much longer 
period than is customary. In fact, each bidder when submitting his 
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bid was required to sign an agreement, and I will quote from para- 
graph 5, sheet No. 2, of the bid form: 

The undersigned further agrees (1) that it will not withdraw the foregoing 
bid prior to 6 months after the date of the opening of bids hereunder, and (2) 
that in the event said 6 months’ period shall expire without an award having 
been made to the undersigned, the foregoing bid shall remain in full force and 
effect until an award is made to the undersigned or until his written notice of 
the withdrawal of said bid shall have been received. 

In addition, the successful bidder was required to submit estimates 
on the same basis for an equivalent commercial ship without defense 
features, in order that the value of the defense features of the pro- 
posed design could be determined by the difference of those two bids. 
In the case of this ship, the defense features were of such a character 
and extent that an estimate of an equivalent ship, eliminating such 
features, involved actually calculating the construction cost of a ship 
of substantially different design. In fact, that design which was 
prepared by the Maritime Administration was of an entirely different 
ship, which was, however, intended to be the commercial equivalent 
for that run. 

Those were the understandings and circumstances under which 
the invitations to bid were issued. 

The bids were first scheduled to be opened on January 31, 1957. 
That was extended to February 28 and then further extended to 
March 21, 1957. Thus, actually there was a total period of 90 days 
allowed for preparing and submitting bids, and all interested bid- 
ders certainly had an adequate opportunity competitively to bid 
against each other. A further del: ay of this nature to do over again 
what has once been fairly and adequately done would not only be 
unjustifiable but would, in my opinion, be harmful if we wish to pre- 
serve a vigorous and accepted system of competitive bidding. 

Bids were received from all shipbuilders with adequate facilities 
necessary for the proposed ship. ‘The New York Shipbuilding Corp. 
was the low bidder by some $2 million. We also made up the re- 
quired estimates of the commercially equivalent ship, being furnished 
the plans and specifications by the Maritime Administration. 

Under the terms of the bid, the New York Shipbuilding Corp. 
was bound to keep its bid in effect from March 21, 1957, the date of 
the opening, until September 21, and not to withdraw the bid there- 
after until written notice of such withdrawal had been sent to and 
received by the owner and the Maritime Board. 

Under date of September 12, 1957, the New York Shipbuilding 
Corp. notified the United States Lines and the Maritime Board in 
writing as follows: 


Paragraph 4 of the bid form submitted for the construction of a vessel to 
replace the Steamship America provided that in the event award is not made 
within 6 months after the bid, the bid shall remain in full force and effect until 
an award is made or until the bidder’s written notice of withdrawal is received. 
The 6 months’ period above referred to will expire on September 21, 1957, and 
a statement of New York Ship’s position regarding the bid appears in order. 

Inasmuch as there has been progress toward award of this contract and that 
bills have been introduced in the Congress providing for an appropriation for 
its construction, we have no immediate plans for the withdrawal of our bid. 
In the event that circumstances should arise which make it necessary for us 
to change our position, you can be sure that we will consult with you before 
doing so and will give at least 30 days’ notice. 
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We trust that this information will be helpful to you and that plans will 
materialize so that construction of this vessel can begin at an early date. 

That was signed, of course, by the corporation. 

At present, “New York Ship remains bound by its bid and has not 
given the 30 days’ notice described in its letter of September 21, 1957. 
It should be noted, of course, that while its bid is in effect New York 
Shipbuilding Corp. was bound not to seek any other ship construc- 
tion for its large dock in which we are presently building the new 

varrier, the Aitty Hawk. 

New York Shipbuilding Corp. is emphatically in favor of competi- 
tive bidding as an important element of a fair procurement policy with 
respect to ship construction, both for merchant marine and military 
purposes. While it is recognized that in certain instances the alloca- 
tion of ship construction and the negotiation of contracts without com- 
petitive bidding has been followed and may be justified, such departure 
from competitive bidding policies should be made only for the most 
compelling reasons and after the most careful consideration. 

Since World War II, and excluding World War II contracts com- 
pleted in the period 1946 to 1948, New York Ship has been the suc- 
cessful competitive bidder with respect to $300 million worth of Navy 
construction and conversions, the largest amount of such business won 
in competitive bidding among the major private shipyards. Two 
other shipyards have secured subst: intially larger contracts in the ag- 
gregate because of allocations and negotiated contracts without com- 
petitive bidding. This comparison, gentlemen, is not presented in 
the spirit of complaint but merely to emphasize that New York Ship 
believes in the competitive bidding system and has operated for some 
years under that system to the mutual benefit of the United States, 
the various owners, and to the stockholders of the company. 

We feel strongly, however, that if competitive bidding is to con- 
stitute a successful proc urement policy it must be fairly administered 
as a long-range policy and not subjected to variations and modifica- 
tions in particular instances with a view to individual advantage, 
either to the Government or to the bidder. We believe that compet- 
itive bidding as a procurement policy can be sustained only if the 
bidders know in advance that the competition will be fairly conducted 
and that once all statutory or regulatory bidding requirements have 
been fully met that a binding award will be made. Nothing will 
destroy competitive bidding as a legislative procurement policy more 
completely than for competitive bidders to fear that there will be a 
second auction held whenever an excuse can be found. If faith in 
firm awards to low bidders, assuming their competence, is ever weak- 
ened or destroyed, competitive bidding as a policy will be a memory of 
the past and pretty much an illusion in the future. 

The foregoing comments have been made on the assumption that 
the new passenger superliner will be built in accordance with the design 
upon which bids were solicited and which involved conventional pro- 
pulsion, and the eminent gentlemen who have preceded me here have 
given many of the very strong reasons why that should be done in 
this case. 

H. R. 9654 suggests that the new vessel should be redesigned to have 
nuclear propulsion. Since the New York Shipbuilding Corp. is now 
engaged in the construction of the first nuclear propelled commercial 
vessel, the ship that was mentioned several times this morning, the 
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combination cargo and passenger ship nuclear ship Savannah, perhaps 
my comments may be of interest. 

In the studies that we have made for the Maritime Administration 
up to the present date and in the negotiations which led to the execu- 
tion of the construction contract that we very proudly have now, we 
have become reasonably familiar with some of the many problems to 
be solved in the use of nuclear propulsion in a commerci: 
I would like to stress “commercial”—which has to sail the high seas 
with passengers. Resolution of these questions in the case of ‘the re- 
placement of the steamship America would involve even greater delay. 
Many questions, not only concerning the technical aspects but ques- 
tions of liability, insurance, safety to the passengers and crew, entrance 
into foreign harbors, are being discussed with the many agencies in- 
volved. The construction and operation of a commercial ‘ship with 
nuclear propulsion differs markedly from the construction and opera- 
tion of a nuclear propelled naval vessel, for there it is the one agency, 
the Navy, who can make all decisions and accept wartime risks. A 
commercial ship, that is, the nuclearship Savannah, is being built not 
only to test the feasibility of nuclear propulsion in a commercial ship 
but to develop answers to those very questions and to obtain data as to 
the actual costs and also the conditions of operation. 

Public acceptance is another unknown quantity. The nuclearship 
Savannah, I think we can fairly say, is going to break ground on a 
wide number of fronts. 

In the present state of development, the proposal to use nuclear 
power in a ship of the size and type of the U/nited States would, 
therefore, seem premature. We need many answers from the opera- 
tion of the nuclearship Savannah before embarking on a project of 
the magnitude of the superliner. Aside from a tremendous increase in 
the initial investment and in the present state of development a very 
considerable increase in the cost of operation, all of which has been well 
developed this morning, we do not believe that it would achieve the 
main objective of House Resolution 9654, namely, the prevention of 
avoidable powerplant obsolescence. As a matter of fact, there is good 
reason to believe that obsolescence is more of a threat to current nuclear 
reactors than to the conventional propulsion machinery. Our pres- 
ent concepts of nuclear plants will in all probability undergo consider- 
able change, development, and improvement in the next 5 or more 
years. Several of those possibilities have been discussed this morn- 
ing. There are few people who have done more than hope that 
within the next decade nuclear power may become competitive in the 
economic sense with our highly developed oil-fired plants. It would 
therefore seem quite probable that the reactor installation of today 
will be outdesigned and become obsolescent far sooner than the con- 
ventional plant we have achieved after a great many years of develop- 
ment. 

Mr. Gibbs is in a much better position than I to discuss, and in fact 
has discussed, many of the broad technical problems of the applica- 
tion and the fact that it would involve a completely new design, start- 
ing from scratch, to work out the tremendously complicated problems 
of a ship of this size. There is, therefore, no reason for the Congress, 
legislatively, or the Federal Maritime Board, administratively, to 
consider a second competition in this case, since it appears evident that 
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the replacement of the America should be a duplicate of the United 
States. 

There were certainly an adequate number of competitive bids from 
competent and responsible shipyards. Each bidder was given ade- 
quate time to prepare and submit the bid. Each bidder submitted firm 
bids and fully understood that there would be a delay in making the 
award. The New York Shipbuilding Corp. as a successful low bid- 
der has already been held fast by the bidding requirement to its bid 
through September 21. It has further agreed voluntarily not to with- 
draw its bid until after 30 days’ notice to, and consultation with, the 
United States Lines and the Federal Maritime Board. New York 
Ship has also been required to prepare and complete a firm calculation 
and bid on the commercial equivalent of the proposed superliner, 
which was an expense and burden required only of the low bidder. 

The provision of H. R. 9342, H. R. 9351, and H. R. 9576, permitting 
the Federal Maritime Board in its administrative discretion to have 
the proposed vessel constructed “without further bidding under 
outstanding bids which have hitherto been made by United States 
shipbuilders on a similar vessel,” is nothing more than an expression 
of good sense if the competitive bidding policy is to continue as a suc- 
cessful Government procurement policy. 

That concludes such remarks as I have prepared, Mr. Chairman. 
I would be very happy to answer any questions that the committee 
may have. 

The Cuarrman. Mr. Garmatz. 

Mr. Garmatz. Mr. Pierce, in your statement, if I heard you cor- 
rectly, you said that this bid was only valid for a certain period of 
time, about 6 months or so. Is that right? What I am trying to find 
out is if you are still within your time limit that was set. 

Mr. Pierce. May I just quote from that statement which we were 
required to sign in connection with the bid. 

Mr. Garmatz. If I understood, your bid was to last for 6 months. 
I am wondering whether this time has expired or not for your par- 
ticular bid. 

Mr. Pierce. The 6-month period from the date of opening has ex- 
pired, but there is another clause, Mr. Garmatz, that in the event said 
6-months’ period shall expire without an award having been made 
to the undersigned, the foregoing bid shall remain in full force and 
effect until an award is made to the undersigned or until his written 
notice of the withdrawal of said bid shall have been received. In 
other words, we could not withdraw the bid in less than 6 months. 
We have to make a written withdrawal then or it stands good. We 
have not made such a withdrawal, but in fact have tried to cooperate 
with the United States Lines and the Maritime by telling them that 
we will not withdraw without 30 days’ notice and consultation with 
them. 

Mr. Garmatz. As it is now your bid stands firm ? 

Mr. Pierce. It does, sir. 

The Cuarrman. Mr. Tollefson. 

Mr. Totierson. Thank you, Mr. Chairman. Mr. Pierce, is there 
any great difference between the plans for the United States and the 
plans for the proposed replacement of the America? 

Mr. Pierce. There is not much difference between the existing 
United States and the proposed replacement for the America. There 
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is, however, very much of a difference between the proposed new ship 
and its so-called commercial equivalent. In fact, they are two 
different ships. The question has already been discussed in part by 
other witnesses. It is this question of speed, and the commercial 
equivalent on which we were asked to quote is a 30.6 or 3014-knot ship. 
That required more than two screws; in fact, it is a triple-screw instal- 
lation. Other defense features of the United States, for example, are 
in the matter of the extensive use of aluminum in the superstructure, 
which enabled the designer to keep the weights low, and its is an inte- 
gral part of that very finely balanced design. However, it is a rela- 
tively expensive feature, so that since that was done, to achieve Mr. 
Gibbs’ aim as a Naval auxiliary, the commercial equivalent was de- 
signed with a steel superstructure. That additional weight required a 
change in the beam of the ship. Since that enlarged the ship, it was 
decreased slightly in length. ‘That also has a bearing upon speed. The 
relation between the length of a ship and the speed at which it can be 
economically driven is quite well known. So that you end up with an 
entirely different ship. We made such a bid. 

Mr. Totiterson. When you suggested that the replacement of the 
America be a duplicate of the Unzted States, you did not mean an exact 
duplicate ? 

Mr. Pierce. Well, it is essentially the same ship brought up to date 
with all of the improvements that have been made on the America or 
which are well to make on a newly built ship, taking advantage of all 
the changes in technology, materials, and everything else. The fact 
that you have so much of the engineering work done and which can be 
used, thousands of the purchase orders can be duplicated for the second 
ship, resulting in a very considerable saving in the cost of construction. 

Mr. Totierson. Would it be a fair question in the presence of Mr. 
Gibbs to ask you what you thought of this design ¢ 

Mr. Pierce. I would be very happy to join with a great many others 
in saying, first of all, obviously from the success of the ship and its 
operation is real proof, regardless of what any of us might say, but 
it isa very finely integrated and balanced design. 

Mr. Totierson. One other question that comes to mind. Because of 
conversations that I had with my colleague on my left, Mr. Allen— 
and this may be taking one of his questions away from him—there was 
some statement made this morning that as far as a nuclear powerplant 
in a commercial type vessel was concerned it would not make any dif- 
ference in the speed factor. 

Mr. Prerce. Not if it generated the same amount of power as the 
conventional plant. 

Mr. Totierson. As one witness put it here a couple of years ago or 
so, the propeller does not know what kind of power is turning it. 

Mr. Prerce. It does not. 

Mr. Totterson. Mr. Allen raised the point about jet propulsion pos- 
sibilities, doing away with the propeller. 

Mr. Prerce. Well, again it is the relative efficiency of getting your 
propulsive effort. Jet propulsion in water has been used. There is 
one case where it has certain advantages, namely, in a fireboat, which 
has to be equipped with tremendous pumps in order to do its function, 
and fireboats to my knowledge have been built using those same pumps 
to drive a jet stream of water astern and maneuver more or less like 
the one thing in nature I can think of, which is the squid. 
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Mr. Totiterson. Have they worked satisfactorily ? 

Mr. Pierce. The efficiency is very much less than the modern 
propeller. 

Mr. Totierson. That isall, Mr. Chairman. 

The Cuarrman. Mr. Robeson. 

Mr. Rozrson. No questions. 

The Cuarrman. Mr. Allen. 

Mr. AuiEeNn. Mr. Pierce, is the bid on the commercial type ship a 
public bid? Ifso, how much was it ? 

Mr. Pierce. I do not think that it need be a matter of any secrecy. 
We simply made that, of course, to the Maritime Administration, and 
the figure was approximately $90 million. We did point out, and I 
would like to point out to the committee, that a bid of that sort is not 
strictly comparable to a bid made where you know the ship you may 
be called upon to build will be at that price and where your vendors 
and the people that you depend on for your components will have to 
supply them at that price. In other words, it is sort of a fictitious 
thing, in that we turn to our suppliers and say, “Now, we must have 
a good and accurate price,” but they know just as we do that the ship 
will probably never be built. It is not made under competitive pres- 
sures, in other words. It is the same thing if you were going after 
foreign costs to compare with American costs, to ask a foreign yard to 
submit an estimate on a certain ship which they know they will never 
get to build. They put in an estimate, but just how good that figure is 
no one will ever know. 

Mr. Auten. What was the competitive bid on the ship with its 
defense features that went in at the same time ? 

Mr. Prerce. The corresponding bid was $109 million. 

Mr. Auten. That would indicate that on that comparison the defense 
features are $19 million ? 

Mr. Prerce. On that basis, which as I say is open to some degree of 
question, I might at this time point out one approach to this matter 
of the value of national defense features. We honestly try to make 
them as comparable as possible. We use exactly the same system of 
estimating, subject to the difficulties that I have just related in getting 
the best material and component prices. We came out with this 
difference of $19 million as the defense features. That is approxi- 
mately the value of a destroyer. Which is of the greater value to the 
Navy, everything considered, another //nited States ready for war 
service or one destroyer / 

Mr. Torzerson. Mr. Pierce, without telling us unless you want to, 
the cost of preparing a bid, would you say that the cost of making a 
bid on a ship such as this was a substantial thing ? 

Mr. Prerce. It was a substantial amount of man-hours and, there- 
fore, money. 

Mr. Torierson. Would you care to give us an estimate, without 
revealing any trade secrets / 

Mr. Pierce. I appreciate your courtesy, Mr. Tollefson. The answer 
is rather difficult to give, for another reason. A portion of the esti- 
mating is done by people who observe and keep progress records and 
do routine estimating on many, many jobs, and that is to a certain 
extent lost in the overhead. When a big estimate of this sort comes 
along, we do a great deal more than that. We take people from our 
engineering and drafting rooms, who make a careful takeoff, as we 
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call it, from all the information available, a detailed study of the 
specifications and the contract plans, and we try to list actually by 
weight and size every piece of material that can go into the ship. That 
is the job which is out-of-pocket costs—the use of all these people 
over weeks to make this bill of materials. 

Mr. Totterson. Would it be fair to say that the cost of preparing 
the bid would run into many thousands of dollars? 

Mr. Prerce. I have seen bids run all the way from $25,000 to 
$100,000. 

Mr. TotzeFson. The reason I ask this question is because you made 
some statement with respect to some bid, that you did not know how 
accurate or good it was, and I would like ‘the record to show that your 
bid on this “ship is the same kind of a bid from the standpoint of 
accuracy that you would submit on any other invitation to bid. 

Mr. Prerce. It went through exactly the same mechanical and de- 

tailed procedures. 

Mr. Auten. Would you tell us, Mr. Pierce, what the major items 
were that made up this $19 million difference; in other words, the 
major items of difference between a commercial ship and a ship with 
defense features ? 

Mr. Prerce. Well, in part it was the one item I have already men- 
tioned, the greater use of steel rather than aluminum throughout the 
superstructure. It was the reduction, of course, of 1 shaft, 1 engine- 
room, and all of the machinery components in that engineroom. In 
other words, it was a reduction in the power of the ship. I believe 
that there were other simplifications, mostly dealing with weight; 
that is, the elimination of somewhat more expensive but lighter weight 
deck coverings. Those were the principal differences that. really made 
up that $19 million. Of course, it also came about and was affected 
by the change of the dimensions of the ship itself. This commercial 
equivalent prepared by the Maritime Administration was some 50 
feet shorter, and in the case of the ship they gave us to bid about 614 
feet more beam. 

Mr. Auten. Is it accurate to say, then, that the defense features 
are characteristics? They are not part of a ship exactly, but if you 
want a ship with defense features and characteristics you build one 
ship. If you want a commercial ship you build another, and the 
difference between the cost is the cost of the defense features? 

Mr. Prerce. That is a situation that to the best of my knowledge has 
been peculiar to this particular project. May I take the time just to 
explain what I mean by that, Mr. Chairman? The ordinary system 
is a bit more typical of the Pacific liner, or perhaps take one of the 
earlier ships, such as the Moore-McCormack ships building now and 
the Grace Line ships, where the respective owner or operator of the 
line has a design worked up for his commercial requirements. That 
is submitted to the Maritime Administration for their approval, and 
at the same time if national defense features or Government help of 
that sort is going to be needed it is sent over to the Navy Department 
for their requirements. Now, if those requirements are not too far 
apart, they might be only suc +h matters as shoc ‘kproof electrical equip- 
ment, perhaps. more generating capacity in the ship’s electrical gen- 
erators or more evs aporator capacity so that she can be independent of 
shore supplies of fresh water for a longer time if used for troop w ork. 
Nearly all of those things could be worked right into the original 
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ship, and that is quite commonly the way that we have been bidding 
ships; in other words, the commercial design and then the military or 
the national defense ship, as we have come to call it, which has these 
comparatively minor additions which the Navy wanted for their 
purposes. It did not involve a real change in the ship. In many cases 
the speed was not involved at all. In other words, the speed required 
by the owner was satisfactory to the Navy for that particular ship, 
and that was that. In that case the difference between the two bids 
was really an accurate measure of the national defense features. 

Here you get into this—and I hope you will excuse me for not get- 
ting into the argument whether it should be a 2814-knot ship or 3014- 
knot ship as commercially designed, because that is a matter that we 
have neither the facts nor the background to comment on. However, 
the question here is that the 2 ships are very different in speed, so dif- 
ferent that it requires a different type of ship both to be driven at 
those speeds and to carry the plant that those 2 speeds require. So 
we have a rather special situation here. 

Mr. Auten. I am going to rephrase my summarization. Some- 
times the defense features are merely in addition to a commercial ship 
and sometimes to get the defense ship you build an entirely different 
ship than the commercial ? 

Mr. Pierce. Yes, sir, I think that would be a very clean-cut 
summary. 

Mr. Auten. And the comparison of the total cost of the defense 
against the commercial is actually the cost of the defense features? 

Mr. Pierce. Yes, sir. 

The Cuarman. Did I understand correctly that the bid on the com- 
mercial ship itself was $90 million and it was estimated there would 
be $19 million of defense features ? 

Mr. Pierce. No, sir. 

The Cuarmman. I would like to clear that up. 

Mr. Pierce. Our successful bid for the national defense ship, let’s 
call it, that is, the plans and specifications which were prepared and 
which all of us bid on, was $109 million. When we made our estimate 
of the commercial equivalent, we found that to be about $90 million. 
It is, therefore, the difference between those two figures that is now 
assumed, I presume, to be the national defense cost. 

The CuarrMan. Is there an escalator clause in the contract so that 
it. can go up or come down ? 

Mr. Pierce. Yes, sir. 

The Cuairman. What is the provision ? 

Mr. Pierce. All of the bids from all bidders were what we call 
adjusted-price bids. In other words, labor and material are escalated 
upward or downward in accordance with well-established indexes. 

The CuHarrmMan. What was that? 

Mr. Pierce. Established indexes. For example, labor is escalated 
upward or downward by the average hourly rate paid in some six 
selected east coast shipyards. That is an index prepared by the De- 
partment of Labor. The material is escalated upward or downward 
according to the index of prices for Group 10, metals and metal prod- 
ucts which is prepared by the Department of Labor. Those two estab- 
lished indexes are used in the calculations for escalation. 

The CHarrmMan. They are the only features? 

Mr. Pierce. Yes, sir. 
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The CuHamman. They would be escalated or changed from the date 
of the acceptance of the original contract 

Mr. Pierce. The date of bid, Mr. Chairman. Actually, it is the 
month immediately preceding the date of bid opening as the base 
month for that escalation. 

Mr. Petry. I would like to ask the witness how many bidders there 
were. 

Mr. Prerce. There were three. 

Mr. Petry. There are very few shipyards that actually can build 
such a ship, are there not ? 

Mr. Pierce. I believe I am quite right in saying that there are 
only three that can build a ship of this size without a very major in- 
crease of facilities. 

Mr. Petxy. The difference between the figure $109 million and the 
figure used yesterday of $128 million represents, does it not, the cost 
of outfitting and equipment ? 

Mr. Prerce. That, sir, and the predicted escalation, assuming that 
the price of materials and labor corresponding to those indexes goes 
up just about as it has in the past few years. I presume that is the 
way that figure was arrived at. 

Mr. Petty. That would include the escalation on the defense fea- 
tures, too, would it not ? 

Mr. Pierce. Yes. 

The CaairMan. This figure of $109 million is just simply the ship 
as the shipyard turns it out ? 

Mr. Pierce. Yes, sir. 

The CuHamman,. The furnishings and things of that kind are not 
considered in here? 

Mr. Pierce. That does not include certain types of owner’s outfit, 
but it does include a great deal of the furnishings that go into the 
ship. In other words, there are a great many items, such as the 
furniture, the berths, the tables, all that sort of thing, which are 
included in that $109 million. There is some $3 to $5 million worth 
of items which an owner always furnishes and for which the ship- 
yard is not responsible. Those items, incidentally, are spelled out in 
the specifications. There is no confusion whatever about them. 

The CHarrman. Mr. Pelly inquired about the $128 million. 

Mr. Petty. That was the testimony as I recall it in General Frank- 
lin’s statement as to the overall cost, and he stated that if the overall 
cost was $128 million that using the formula which had been the 
case when the steamship United States was built that the defense 
features would have cost $44 million, and here we only have $19 
million on this figure. That seems to be the reason that you cannot 
build it under the Merchant Marine Act of 1936. 

The Cuarrman. Could you develop anything about that part of it, 
Mr. Pierce? 

Mr. Pierce. I do not quite understand, Mr. Chairman. 

The CHarrRMAN. Could you develop the difference between $109 
million and the additional $19 million. 

Mr. Prerce. Yes. That was composed of escalation over the 3 
months and 3 years’ building period, at least the predicted escalation, 
the owner’s outfit, inspection fees, and a number of other items like 
that that the owner pays for, and that would have to be added to 
the commercial ship’s value to actually get the cost of the commercial 
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ship. In other words, you have two figures that are comparable, the 
$109 million for the national-defense ship and approximately $90 
million for its commercial equivalent. Now, both of those have to 
be corrected for your estimate of escalation over the building period 
and the other items that are necessary to make the ship fully operable 
and r eady to take passengers aboard. 

Mr. Gross. Just one question. Both of these $109 million and $90 
million ships are nuclear powered ? 

Mr. Prerce. No, neither. Both are conventional. 

Mr. Gross. Conventional powered ships ? 

Mr. Prerce. Yes. 

The CuHarrman. Mrs. Sullivan. 

Mrs. Sutiivan. I was going to ask the same thing Mr. Pelly was 
questioning about, because there was such a difference in the amount 
of money quoted, but I will skip it. 

The Cuarrman. The counsel of the committee, Mr. Drewry. 

Mr. Drewry. Mr. Pierce, is it fair to conclude from what you had 
to say about this commercial equivalent that you are working in an 
extremely “iffy” atmosphere to arrive at the difference between the so- 
called commercial equivalent, on whic h there was not general bidding, 
and the kind of ship which will be built? 

Mr. Prerce. I think, sir, it was as realistic as it could be made, but 
obviously it leaves a great deal to be desired as a re: ully firm yardstick. 

Mr. Drewry. I was just thinking about General Franklin’s com- 
ment about the differences of opinion that might arise over the ques- 
tion of defense features. Now, that is the purpose of having this 
dummy commercial equivalent, is it not, to give some guide to the 
defense features? It is not the ship that is going to be built. So 
the only reason for having that estimate is to arrive at some estimate 
of what the defense features would be? 

Mr. Prerce. It is my understanding that that was its only purpose. 

Mr. Drewry. Now, maybe you cannot answer this but I think it 
ought to be answered. Were the commercial equivalent designs and 
specifications which you estimated on acceptable as a commercial 
equivalent to the United States Lines Co. ? 

Mr. Prerce. I am afraid, Mr. Drewry, that that question should be 
answered by the United States Lines Co. 

Mr. Drewry. It was presented to you by Maritime ? 

Mr. Prerce. It was presented to us by Maritime. 

Mr. Drewery. That is all, Mr. Chairman. 

The Cuarrman. The bid as offered by Maritime, as I understand, 
was broken in two parts, the cost of the strictly commercial vessel 
and the cost of the vessel with the national defense features on it? 

Mr. Pierce. They were two entirely separate sets of plans and speci- 
fications. As a matter of fact, we did not begin the work and were 
not asked to estimate the cost of the second set or the commercial 
equivalent until after the opening of the other bids. In other words, 
that estimate was required only of the low bidder and was to assist 
the Maritime, as Mr. Drewry has put it, in arriving at an evaluation 
of the defense features. 

The Crarrman. So there are really two bids. 

Mr. Pierce. We made two bids. 

The CnarrmMan. But they are joined. 
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Mr. Mariiarp. However, on that line it seems to me you mentioned 
that there are certain advantages as far as cost of construction in the 
fact that the proposed ship is very similar to the United States. 

Mr. Pierce. Yes, sir. 

Mr. Marurarp. T hat same advantage would not accrue in estimat- 
ing the commercial version ? 

Mr. Prerce. No, sir. 

Mr. Marxr1arp. Doesn’t that raise a question as to the validity of 
the yardstick ? 

Mr. Pierce. We pointed that out in submitting our second figure. 
Necessarily a much higher engineering value had to be placed on the 
commercial equivalent, for we were ‘Josing the advantage of engi- 
neering work which would not need to be “duplicated in the case of 
the national defense ship. 

Mr. Matiirarp. What is your personal opinion as to the validity of 
this method in this particular instance of determining national de- 
fense value by taking the difference between these two figures? Does 
it seem a proper way to do it ? 

Mr. Pierce. I would be more inclined, sir, to question its validity 
if I had a better solution to propose, and that is why I am hesitating 
in my answer. 

Mr. Mariirarp. Assuming that what General Franklin told us the 
other day was correct—I am sure it was correct—that applying the 
same ratios and basis as was applied in the case of the United States, 
this $19 million figure is almost absurdly out of line. It is less than 
half. 

Mr. Prerce. Yes, sir. 

Mr. Marirrarp. How do you account for that ? 

Mr. Pierce. Well, there may be two differences. Much of this re- 
volves around the argument as to whether the United States Lines 
would build, if nothing but their own operation was concerned, per- 
haps a 2814-knot ship to compete with the 2 British ships. The argu- 
ment as I understand it is that the Maritime Administration believes 
that a 3014-knot ship is the commercial equivalent because of the use 
of the United States at that speed. The difference between the twin 
screw ship and a triple screw ship would account for a great deal of 
money. 

Mr. Marri1arp. Do you happen to know in the case of the United 
States whether the comparison was made between a 2814-knot ship? 

Mr. Prerce. It was made between a 2814-knot ship and the ship 
that was built. 

Mr. Mariirarp. It was in the case of the U/nited States? 

Mr. Prerce. I believe that is correct. That is a matter of record, 
but that is my recollection. 

Mr. Marrurarp. Would that account for as much as 100 percent 
difference or over 100 percent ? 

Mr. Prerce. I doubt if that one feature would account for all of 
that, but I think that in making such a comparison you are also tak- 
ing in all of the other differences that existed at that time versus 
those of the present day, too. You are also talking about ships of 
substantially greater cost today. 
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Mr. Maruiarp. Well, this factor of having to count into the $90 
million new engineering, all the mechanical problems of breaking 
down and ordering various materials, and so forth, you have to in- 
clude that to a much greater extent in the $90 million figure than 
you do in the 109 million. figure ¢ 

Mr. Pierce. That, of course, could be broken out of the estimates. 

Mr. Maiu1arp. I am trying to get clear in my mind whether it is 
reasonable to subtract this from the national defense feature, which 
is what in effect you are doing. 

Mr. Prerce. Frankly, I do not think that it is completely accurate. 
I think it leads you too low. 

Mr. Mauu1arp. I think we have to conclude that either the national 
defense figure on the United States was too high or if a figure of $19 
million was taken in this case it would be too low. That cannot very 
well both be right. 

That is all, Mr. Chairman. 

The CuatrMan. Do you recall what the national defense features 
applied to the U/nited States amounted to? 

Mr. Pierce. The actual value, sir? I believe General Franklin 
mentioned those figures the other day, but I would hesitate. 

Mr. Petty. They were $35 million. 

Mr. Prerce. I was under the impression it was about $25 million. 

The Cuarrman. Any further questions? I see Mr. Gibbs is still in 
the audience. Mr. Gibbs, could you give us a little light for the rec- 
ord on this subject we are disc ussing ? 

Mr. Gieps. I think I can. In the case of the United States, the 
Maritime Commission set up a joint committee with representatives 
of the Navy, Maritime, and ourselves, and they asked us to design a 
usual ship, the usual ship that could have made the round voyage at 
the speeds of the Cunard ships, which is what the competition was 
and was a 281,-knot ship. That is the speed at which the Cunard 
ships were designed, and that is the speed the Cunard ships run at in 
mi ies their two weekly round voyages. 

We designed a ship, prepared specifications, and submitted them to 
the committee set up by the Commission, and after consideration the 
committee came to the conclusion that the price of such a ship was the 
figure of the usual ship. That was checked with at least Newport 
News. I am not sure whether it was checked with another yard or 
not independently. 

When this matter came up I think a mistake was made because 
the Maritime felt that the average running speed of the United States 
was the speed of the usual ship. That had nothing to do with it at all. 

If you are going to build a ship today and you owned the United 
States you would consider building a ship that exactly matched 
Cunard, because you have the rec ord. The Queens cannot possibly 
take it away from you. You could get a second ship to run with the 
fast ship and do the two weekly turnaround and match Cunard, but 
Maritime felt that because the United States had run faster than 281 Yo 
knots they were getting an advantage that made it apparent that the 
additional speed was the usual ship speed. 

During the negotiations for the construction of the United States 
the Maritime charged one million and one-quarter dollars—I think I 
am right in my figures; it was over a million—additional for the ad- 
vantage of being able to go faster than 2814 knots, so that the United 
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States Lines has paid for the right to run the ship over 28144 knots in 
a schedule of a two weekly round. 

The so-called commercial usual ship suggested by Maritime is not a 
ship that the owner would agree is a usual ship. He would never build 
that ship. You could not build it and live. You would have to build 
either the United States or a much cheaper ship, namely, the 2814-knot 
ship, but we got out of this study by Maritime a hermaphrodite that 
was neither a naval auxiliary ship nor a usual ship, and that is the rea- 
son why you simply could not grasp why there was the difference 
between these. 

This usual ship, so called, that was produced at this particular time 
by Maritime had 3 propellers instead of 2 and other features that 
affected the price, so that when the New York Ship was asked to 
make a price on that they made a price on an entirely different usual 
ship than I believe or the owner believe would be a usual ship that 
should be considered. 

Does that answer your question, Mr. Chairman / 

The Cuarrman. Mr. Mailliard? 

Mr. Maru1arp. I am perfectly satisfied. 

Mr. Pexiy. I would just like to refer to your testimony this morn- 
ing. You gave a formula about one-third of the cost of the ship being 
for defense features. 

Mr. Gress. I said that approximately what happened in the United 
States was one-third for national defense, one-third for the owner, 
and one-third for the construction subsidy. It was built under the 
1956 act. Those are round figures, but it was approximately that divi- 
sion, and the fact of the matter is that in the United States the ship 
was from the ground up designed as a naval auxiliary. The material 
used are different from the usual ship and the whole ship is a Navy- 
type construction standard which is much higher than a commercial 
ship. That was done to economize weight and to make this ship more 
efficient. 

The Cuarrman. For the new ship we now have under consideration 
the national defense features have been mentioned here as $19 million. 
That is quite a difference between the national defense features that 
were accorded the U/nitéd States. 

Mr. Gress. That is exactly right. 

The CHarrmMan. How do you get this low figure here? 

Mr. Gress. You get the low figure here because the comparison ship 
is a much more expensive ship because it has three screws and various 
other features, a larger ship than the ship that was originally used as 
a usual commercial equivalent. 

That earlier determination was made by a committee with the 
Navy sitting in and other agencies, and it was determined that that 
was a fair comparison. It was a fair comparison because if you were 
going to compete with Cunard you would certainly, as a commercial 
proposition, do it with the cheapest ship that you could and take the 
record, You might get the record by a quarter of a knot or some- 
thing, which that ship could have done. 

This ship that we are talking about as a comparison that Mr. 
Pierce has brought up is a much more costly ship. It had three pro- 
pellers, It was a larger ship. It was a much most costly ship. 

_ The Cuairman. The ship we are speaking about under construction 
is a superior ship ? 
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Mr. Giees. The ship that we are going to build is a substantial dupli- 
cate of the United States with many advantageous changes in it. 

The Cuarmman. Yet you can get the ns ational defense features in it 
more economically than you can the United States 

Mr. Gises. No, no; I think you have missed my point. 

The Cuatrman. They give the national defense features here at $19 
million. 

Mr. Gress. As to the $19 million there, there are no national defense 
features in this cheaper ship supposedly. I say that is not fair because 
it is a faster ship than a usual ship need be, It is thirty-odd knots as 
compared with 2814 which the trade requires to match the perform- 
ance of Cunard. 

For instance, take the Cunard. Before the United States appeared 
they had a fast ship in the Queen Mary and held the record, 31.69 
knots. They built the Queen Elizabeth and the Queen Llizabeth never 
equaled that record. T ‘hey run a 2-weekly service with 2 ships. There 
would have been no advantage to them in building the Zlizabeth with 
more speed than the Queen Mary because they were competing with 
themselves and it would have cost them a lot of: money. 

Once you had the United States you would certainly not build an- 
other ship to run with the United States as a commercial equivalent of 
higher speed than the United States or of equal speed to the United 
States if you were going to do a commercial equivalent. 

I do not think the United States Lines would have built the com- 
merical equivalent ship because I think then even the cost of that ship 
with no national defense, but with the construction subsidy in it, and 
the portion that would have to be assumed by the United States Lines 
would be beyond the commercial possibilities of such a ship to earn 
money. 

However, in this particular ship that they are talking about, this 
standard that they set up to measure what was the national defense 
differs from this usual ship. It was not a usual ship at all. It was 
a hermaphrodite ship. The U.S. Lines would never build such a ship 
to compete in the North Atlantic with Cunard. 

They would have gone down to a ship of about 2814 and matched a 
2 weekly turn around and they would have had the record in the U. S. 
United States. 

Mr. Ray. Mr. Chairman, may I ask a question ? 

The CHamman. Yes. 

Mr. Ray. Did you make an estimate of the difference in cost that is 
-aused by the three propeller ship ? 

Mr. Gigs. I have not. I have never seen the plans of this ship we 
are talking about. Those were not submitted to the United States 
Lines as far as I know. No; they were not. We did not know any- 
thing about it. This was a transaction entirely between the Maritime 
and New York Ship. 

Mr. Mruter. Mr. Chairman. 

‘Lhe Cnarrman,. Mr. Miller. 

Mr. Minuer. Mr. Gibbs, I want to try and keep my own thinking 
straight. . 

You say when you designed the U/nited States this committee was 
set up. You designed a usual ship that became the standard to meas- 
ure the base upon which to move, and then into this usual ship were 
incorporated certain defense features ? 
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Mr. Gises. No; we designed an entirely different ship that had 
no national defense features from the ground up. 

Mr. Miniter. When the ship was built certain other features were 
built into it that resulted in the present United States which is above 
the plateau of the usual ship used at that time ? 

Mr. Gripes. No; there was nothing added to the ship that had any- 
thing to do with national defense. 

The United States was first designed from the ground up once and 
for all as a naval auxiliary far superior to anything in the world. 

The ship that it was compared with was a ship that we also designed 
that had absolutely no national-defense features. 

Mr. Mitier. That was the ship that you referred to as the “usual”? 

Mr. Gises. That is right. That was designed to do the job of run- 
ning across the Atlantic on a round voyage speed of 2814 knots, a 
round voyage every 2 weeks, to go opposite Cunard. That ship had 
inherent in it I think power enough so that it would have taken the 
record by two-tenths of a knot or “something. It had a good chance 
of getting it, but it would have competed on a parity with ‘the Cunard. 

Mr. Minier. Then we never built the usual ship. 

Mr. Gipps. We never built it. 

Mr. Miiier. However, the ship that we now have is the one that 
we are using as the plateau to go from with additional national- 
defense features in building a second United States? 

Mr. Giers. The usual ship of 1958 is a much more costly ship be- 
cause of the number of shafts and other features than the usual ship 
of 1950. 

I say to you that the comparison is unfair, because there is no need 
of that kind of a usual ship. It is not usual. Noman with any brains 
in his head would ever build that ship to compete on the North At- 
lantic once you owned the United States, because you have the record. 
You could do it with a less costly ship. 

Now, I can also say to you that you would not find any owner to 
build that ship, because the cost of that ship to the owner, notwith- 
standing the Merchant Marine Act of 1936, and the fact that it con- 
tained no national-defense features, would still be so high in costs 
that the line could not make ends meet with that ship. It was only this 
three-part division in the case of the United States that enabled it 
to be built, roughly a third. It is not quite that, but it is in that 
neighborhood; a third for the national defense, a third for the con- 
struction subsidy, and a third by the owner. That enabled the ship 
to be built. 

Those two-thirds, the construction subsidy and the part put in by 
the owner, are lower in amount than the two parts that the cost of 
the usual ship would be divided into. 

The Carman. Let me ask you one more question, Mr. Gibbs. The 
ship that New York Ship bid was of a new design? They bid on 
your specifications and design; is that correct ? 

Mr. Gipps. That is exactly right. The bid they made at $109 mil- 
lion is the United States in all its characteristics with certain improve- 
ments that we could put into that ship as the result of 5 years of 
experience, some change in materials where new materials were pro- 
duced in the meantime, and things of that kind, but the ship essentially 
is the type of ship that the 7 nited States is, and is a national-defense 
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ship from the ground up, and has no connection whatever with a 
commercial ship. 

The Crarrman. This ship you are talking about has no connection 
with a commercial ship ? 

Mr. Gipps. The $109 million ship has no connection with a com- 
mercial ship whatever. 

The Cuarrman. And in your specifications there were the plans for 
the national-defense features ? 

Mr. Gress. It was embodied in the plans of the ship, as it was in 
the case of the original United States. 

The Cuarrman. All right. 

Mr. Tollefson ? 

Mr. Torierson. Mr. Gibbs, I do not know that I understand the 
cost of defense features yet. Using your round figures in connection 
with the existing United States, one-third, one- third, and one-third, 
then the defense features would have cost, roughly, $25 million; is 
that right ? 

Mr. Gipprs. Yes. 

Mr. Totzerson. Do I understand that, on the proposed replacement 
of the America, the defense features will only be $19 million ? 

Mr. Gisss. No, no. The defense features in the new ship, on that 
rough estimate that I have given you, which is not accurate, but it is 
fairly illustrative, would go up by the difference between the original 
cost of the United States and the $109 million bid of the New York 
Ship. It still would be, if you attempted to proceed under the 1936 
act, one-third for each account at today’s prices. 

Mr. Totuerson. That answers my question. Thank you very much. 

Mr. Giers. However, that one-third would be more than the United 
States can afford to pay. 

Mr. Auten. Mr. Chairman. 

The oes Mr. Allen. 

Mr. Auten. I ask either Mr. Gibbs or Mr. Pierce if you can give 
us any aaaaie of what that usual ship, that 28Y%-knot ship, would 
have bid at had the bid been taken at the same time that this $109 
million bid was made? 

Mr. Pierce. That is a pretty large order, Mr. Allen, to come up 
with the figure. It would have been, certainly, substantially less 
than the three-screw ship or equivalent ship which we were asked 
to bid on. 

Mr. Atien. Could you guess on it ? 

Mr. Prerce. Actually, I do not have any figure on that size and t pe 
of ship, and we did not make any estimate on the original job that 
Gibbs refers to. It would be substantially less. 

Mr. Auten. Could you give us two figures between which it would 
probably be; a high guess and a low guess ? 

Mr. Prerce. It might be in the neighborhood of $70 million. 

Mr. Auien. Thank you, Mr. Chairman. 

The Cuatrman. Mr. Gibbs. 

Mr. Gises. Mr. Chairman, might I suggest that the only people 
who can properly guess on this is a shipyard. Nobody else would 
have nerve enough to. 

Mr. Pierce. I only question the word “properly.” 

Mr. Auten. I guess Mr. Gibbs overlooks the fact that, if we do not 
get a guess from somebody who knows what he is doing, we have to 
do the guessing without knowing. 
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Mr. Gipps. May I suggest in this case, Mr. Chairman, the simplest 
way to get at it, to see yourself, i is this: if you take the original price 
of the United States and you see the allowance for national defense, 
and the allowance for the construction subsidy, and the share of the 
owner, and you take the price of the new United States, the $109 mil- 
lion, and divide it in exactly the same proportion, you will come out 
about right, simply because the factors that have increased the price 
of the new United States over the old one are largely economic fac- 
tors, and the result is everything went up together, so that you just 
get up onto a plateau from the price of the U/nited States to the new 
United States, and you bring up these 3 items together. 

Mr. Prerce. I would certainly subscribe to that. 

The Cuarrman. Are there any further questions ? 

Mr. Pierce. Just glancing at the letter in which we submitted this 
one price which was arbitrarily used as the comparison, we pointed 
out at that time, of course, this matter of the additional engineering 
that would be required for such a ship, the fact that it would prob- 
ably not be the type of ship that the owner would build, and a third 
factor that we had no way, even though we had good cooperation 
from all of our vendors, of knowing we were getting rockbottom 
— Therefore, we did not, in putting in the bid, : agree that it 

vas a sound method of arriving at it and, as I say, at that time 
golanted out that by this method you got an extremely small value for 
national-defense features which could well be compared to what de- 
fense you could get for that same money in other respects; for ex- 
ample, the cost of 1 destroyer versus having a ship like the United 
States available. 

The CuarrMan. Thank you very much, Mr. Pierce. 

Mr. Prerce. Thank you, gentlemen. 

The Cuarmman. That will conclude the hearing this afternoon. 
The committee will meet tomorrow morning at 10 o’clock, and the 
witnesses tomorrow morning will be Mr. Blewett, Mr. Rothschild, 
of the Department of Commerce, and, probably, Mr. Morse. 

(Whereupon, at 3:50 p. m., the hearing was adjourned until 10 
a.m., Friday, February 7, 19: 58.) 
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FRIDAY, FEBRUARY 7, 1958 


House oF REPRESENTATIVES, 
ComMiIrTree ON MercHant Marine AnD FISHERIES, 
Washington, D.C. 

The committee met, pursuant to recess, at 10 a. m., in room 219, 
Old House Office Building, Hon. Herbert C. Bonner, chairman of the 
committee, presiding. 

The Carman. The committee will come to order. 

The first witness this morning is Mr. William Blewett, Jr., presi- 
dent, Newport News Shipbuilding & Dry Dock Co., accompanied by 
Mr. Menke, president of the Nuclear Development Associates, White 
Plains, N. Y. 

Do you want to bring Mr. Menke with you? 


STATEMENT OF WILLIAM BLEWETT, JR., PRESIDENT, NEWPORT 
NEWS SHIPBUILDING & DRY DOCK CO.. ACCOMPANIED BY JOHN 
MENKE, PRESIDENT, NUCLEAR DEVELOPMENT ASSOCIATES, 
WHITE PLAINS, N. Y. 


Mr. Biewerrt. I will as the conversation goes on or questions are 
asked. 

Mr. Cuatrman. I have no prepared statement. As you know and 
are aware, Newport News bid on the subject vessel. We were not low 
bidders. Therefore, as also rans we have no direct interest in the con- 
struction of this ship as it is, but as shipbuilders and looking to the 
future, and as we have been studying application of nuclear power 
to large vessels for the last 4 years, we applied the power as we knew 
it, which is for a large aircraft carrier, to a large passenger vessel. 

We found in applying this power to a large merchant vessel that it 
gave very desirable characteristics, with the exception of economy. 

The economy of nuclear power, of the plant as we know it today, 
would not warrant us making any recommendation that nuclear power 
at this time be applied to a merchant ship. However, as this sub- 
ject vessel is going to be the outstanding vessel in the world, I think 
consideration ought to be given to what nuclear power may do in the 
immediate future, and it would be a shame to put out a ship equipped 
with a conventional plant today and then we find that nuclear power 
could economically be used at the time the ship is delivered or shortly 
thereafter. 

We in Newport News are not familiar enough with the development 
of nuclear power to make any intelligent guess as to when it will be 
available economically, so we have consulted with the Nuclear De- 
velopment Associates, as they are much more familiar with the whole 
picture, with the idea that perhaps after studying their part they 
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could give us an intelligent guess as to when it would really be feasible 
from an economical standpoint to apply nuclear power to a merchant 
vessel. 

We have gone so far with this that we have prepared plans, made 
preliminary “studies, and we have also an outboard profile of a ship 
that would result as a large passenger ship in the application of nucleai 
power. 

That is about all I have to say, but I would be very glad to answer 
any questions the committee might have, and I have with me our cost 
engineer, so that perhaps we could answer some of your cost questions 
if you so desire. 

The Cuamman. Mr. Allen? 

Mr. Atten. Thank you, Mr. Chairman. 

Mr. Blewett, in speaking of this ship as a modern ship, and wanting 
to get it the most modern, would there be any changes in the ship from 
the plans which have been proposed in the spaces, or the design, or 
accommodations, or capacity that would result from making use of 
nuclear power ? 

Mr. Burewerr. Yes, sir. This ship we have worked up is a longer 
ship, not very much, but somewhat. It is a faster ship. It will give 
4 knots more, approximately, and it will give considerably more 
passenger accommodations. 

In the design, we eliminate some features of the modern ship, and 
we take advantage of the no smoke and the advantage of stabilizers 
which are now on the market. 

Mr. Atten. Do you have any estimate as to the dollar costs in- 
volved? 

Mr. Biewerr. I would not say we had an estimate, Mr. Allen. 
What I might say is an intellige nt guess as to how much more a ship 
equipped with nuclear power would cost, in the r ange of $70 million 
more than the conventional ship. 

Mr. Atten. Do you want to take a figure for the conventional ship? 
Are you talking about the $128 million ? 

Mr. Biewerr. I am talking about the $128 million. I imagine that 
is the figure you would take. 

Mr. Auten. For practical purposes, would the added $70 million 
be a national defense feature in addition to other national defense 
features ? 

Mr. Biewerr. I am not prepared to answer that question, sir. That 
is in an echelon that I am not in, but I should think a nuclear ship 
certainly ought to be considered as a definite feature. 

Mr. ALLEN. It would be pretty obvious that a commercial operator 
could not make any money on the additional capital investment. 

Mr. Biewetr. That is right. The operating cost of this ship would 
be way in excess of an oil-burning ship, a conventional ship today, with 
the plant as we know it. today, but what may develop within a few 
years may change the picture completely. I have with me today Mr. 
Menke, who is president of this Nuclear Development Associates, and 
if you gentlemen have any technical questions in respect to nuclear 
power, I would be very glad to refer them to him. 

Mr. Aten. If you build the ship you have designed and there 
were improvements to nuclear powerplants, is there any prediction 
as to whether the developments could be incorporated in the ship 
before it was actually finished without materially changing the design 
that you start with? 
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Mr. Buiewetr. No. If it is going to be a nuclear ship it ought to 
be designated from the keel up as a nuclear ship. Your weights are 
quite different. and your centers of gravity and so forth would ma- 
terially change, and I do not think you could take a conventional 
powerplant and efficiently put it into a nuclear ship. 

Mr. Aten. I was not referring to that situation. 

I was referring to a ship that you would design now to take a nuclear 
plant that you know now and suppose within the next 3 years there is 
a major change in nuclear plants: Would the ship that you would 
design now for the present nuclear plant be able to take an advance 
type nuclear plant? 

Mr. Biewerr. Guessing as an answer to that question, I would say 
yes, because the weights that are particularly involved are shielding 
and we would probably still have to maintain the same shielding and 
develop a different kind of a reactor. 

Mr. Auten. Thank you, Mr. Chairman. 

The Cuarrman. Mr. Blewett, yesterday there was discussion with 
respect to two ships, the ship that was designed, as I understand it, by 
Gibbs and the ship that was designed by Maritime at the time these 
bids were invited. Is that correct 

Mr. Biewert. The only ship that we bid on, Mr. Chairman, was the 
ship that we had built before that was designed by Gibbs. I do not 
know what that other ship was you are talking about, unless it was 
a commercial equivalent ship. 

The CHatrMaAn. That is it. 

Mr. Biewerr. That was, I believe, designed by the Maritime Ad- 
ministration, but we did not have anything to do with that, not in this 
bidding. We did originally. 

The Cuarrman. Did anybody submit a bid with respect to that ship ? 

Mr. Biewetr. No, sir; not that I know of. We did not. 

The CHatrman. So there was no confusion with respect to the bid- 
ding ? 

Mr. Biewerr. Any confusion with respect to the bidding ? 

The CHarrman. With _—— t to the bidding. 

Mr. Biewert. To the best of my knowledge, there was no confu- 
sion at all. 

The CHarrman. In the manner in which the bids were invited and 
bids were received ? 

Mr. Biewerr. That is right. 

The Cuatrman. There is no discussion or argument with respect 
to that? 

Mr. Biewert. Not that I have. 

The CuatrmMan. Mr. Robeson? 

Mr. Rosrson. Mr. Blewett, you mentioned that you could expect 
additional speed in the ship. 

Admiral Wilson testified the defense feature that was of primary 
importance would be speed in these liners of large capacity. I under- 
stood you to say a nuclear ship such as you have planned or ee 
for building would be expected to have more speed. 

Mr. Buiewerr. Yes. We have been working on a nuclear plant for 
anaval ship. We took that plant and put it oie another ship. The 
ship islonger. We had to make it longer to get our additional speed— 
it is not much longer—and we have in this : ship about 4 knots addi- 
tional speed. We have not run model tests on it so I cannot make an 
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accurate statement, but it looks to us that with the power we have Is a 
and with the hull design we could get about 4 knots more speed. por 
Mr. Rosrson. That is all. 5-re 
The Cuarrman. Mr. Tollefson ? V 
Mr. Totterson. Thank you, Mr. Chairman. and 

I am sorry I did not hear your statement. I was late coming in. whi 

Yesterday there was some concern expressed that a nuclear power- A 
plant in a commercial type vessel might soon become obsolete. What t101 
is your thinking with respect to future developments of nuclear power- of | 
plants for vessels? Do you think that there is a likelihood of the \ 
present type of plants becoming obsolete ? d 

Mr. Briewerr. Mr. Tollefson, I would like to refer that question Wh 
to Mr. Menke, whom I have here with me, and I know he is very con 
familiar with the various forms of reactors that are being developed ) 
and I think he is much more qualified to answer that question than boa 
Tam. tim 

This is Mr. Menke, president of Nuclear Development Associates. UX 

Mr. Menke. We are in the very beginning of nuclear powerplant eye 
design and I think a straight answer to your question is yes. tag 

Mr. Torterson. With that answer, you still believe that we should - 
havea nuclear powerplant in this proposed vessel ? he 

Mr. Biewerr. Yes, we could have it in the proposed new vessel. abl 
It would be much easier to change from the type of nuclear powerplant . 
within the vessel than it would be to change from a conventional fuel jf 
to a nuclear powerplant. Your shielding is the big thing, and al- the 
though this is so undeveloped it is hard to make a definite statement a 
on it, I think the probabilities are we could apply a nuclear design de! 
plant, a nuclear reactor, very easily in the ship. Oy, 

Mr. Totterson. Would that involve a terrific expense? I am speak- rat 
ing of the change over. _ 

Mr. Menxe. There would be small changes that would improve om 
as you went along continuously, as there are in almost all technologies. 4 
Not all of the new designs could be applied, but a great many of them brig 
would be. shi 

Mr. Totterson. It is your thinking, then, that any improvement mI 
would not be a radical change that would involve a complete change of 
of the powerplant or exchange of the powerplant ? . 

Mr. Menke. No, sir. I do not believe that. I believe that you will -_ 
by applying steam-water reactors to steam turbines in these ships 
and I think we will gradually improve the steam water reactor boilers. 

Mr. Tottrrson. The other day the statement was made that is was 
understandable that we would put a nuclear powerplant into combat e 
vessels as early as possible, but there was not that great urgency to " 
put them into commercial type vessels. What do you think about 
that ? " 

Mr. Menke. The other way of asking that question is when will es 
they be economic and will you put them in nationally. That is the 
question you are asking. We have been in this business now and I od 
think we are just getting through, I like to say, the hot-air phases of Bs 
it. The facts that I think that you could consider are that there are | 
plants that have come on the line this year and are coming on the line - 
next year and the year following that will permit you to make accu- C 
rate judgments from experience. I am speaking of the Shippingport h 
plant which is already on the line, of the Yankee atomic plant, which th 
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is a steam plant and is actually the next generation of the Shipping- 
port plant, which is coming on the line soon. I am speaking of the 
$-reactor carrier that is being built by Newport. 

When you have that experience and it is all committed, scheduled, 
and coming in soon, you will have the tools to make the judgment 
which you really are asking me now. 

Mr. es ‘son. Going a little further, in the first place the installa- 
tion of a nuclear powerplant would cost more than the installation 
of a scneuaaes al powerplant by a considerable number of dollars. 

Mr. Menke. Yes, sir. 

Mr. Totierson. I understand that that figure is now in the record. 
What about the operating costs of a nuclear powerplant as against the 
conventional powerplant? Would that also be more expensive ? 

Mr. Buewerr. Yes. That is more expensive as we know it today. It 
varies, as the article in the Saturday Evening Post said, from 2 to 10 
times as much, but what we are in hopes of is a breakthrough where 
it will not be more e xpe nsive to operate under nuclear power. How- 
ever, for a passenger ship nuclear power gives you some added advan- 
tages and the particular added advantage is that it eliminates smoke 
in your ship. It gives you a chance to use your upper decks. I have 
a sketch of the ship, an outboard profile, which makes a very adapt- 
able ship for luxury travel. 

Mr. Totierson. I have another type of question. 

Again yesterday there was considerable discussion about arriving at 
the cost of defense features. There were defense features in the exist- 
ing United States. Could you enlighten us as to how the cost of 
defense features is estimated 4 

Mr. Biewerr. Yes. Going back to your experience in the Unzted 
States, which I suppose is what you are asking, we put defense fea- 
tures in four categories. There was the speed, the capacity, the safety, 
and the radius of action. We analyzed the original United States for 
each of those four factors, what the naval architect, Gibbs, had put in 
that ship for each one of those factors over and above the commercial 
ship, and we came out with an answer, as I remember, of about $22 
million or $23 million. That is in the original ship as against the bid 
of $67 million. 

Mr. Totierson. Did you arrive at an estimate and did the Mari- 
time also arrive at an independent estimate and then you negotiated ? 

Mr. Brewerr. On what? 

Mr. Totterson. On the cost of defense features ? 

Mr. Biewerr. No, sir. We just made this estimate on our own and 
gave it to the Maritime Commission at that time and I suppose they 
had their own technicians analyze our work. 

Further than that, I do not know what happened. 

Mr. Totiterson. Do you know whether or not they accepted your 
estimate ¢ 

Mr. Buiewert. I think they did. 

Mr. Touiierson. Aside from the fact that later on there was some 
adjustment. 

Mr. Brewer. Oh, yes. There was a lot of conversation later on, 
but I do not think the conversation hinged on the defense features. 

Mr. TottrFson. The cost of the defense features is quite an item. 
Can you answer this question: Is it a simple proposition to arrive at 
the cost of defense features / 
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Mr. Biewerr. Yes; I would say it is not beyond the realm of a fairly 
accurate estimate. It is much more accurate than what we are talking 
about here, nuclear power. 

Mr. Totterson. Thank you very much. 

That is all, Mr. Chairman. 

The Cuatrman. Mrs. Sullivan? 

Mrs. Sutiivan. Thank you, Mr. Chairman. 

Mr. Blewett, we have heard testimony that in building a conven- 
tional powerplant in the ship the ship could be delivered in approxi- 
mately 3 years from the time they got the go-ahead. How long would 
we have to wait for the ship if it was decided that nuclear power 
would be put in? 

Mr. Buiewerr. Mrs. Sullivan, I do not think you will get the ship 
in 3 years in the first place. I would take exception to that figure. 
However, to answer your question, I would say it would probably 

take about a year longer to get the ship if you decided to put a nuclear 
plant in it. It depends primarily not on the shipbuilder, but on ob- 
taining the core and the reactors. I think that would be the critical 
item in the time that it would take to build a nuclear-powered ship, 
and I would guess approximately a year longer; about 48 months. 

Mrs. Sutiivan. That is all. 

The CuarrMan. Mr. Van Pelt? 

Mr. Van Petr. Were you here to hear the testimony of General 
Franklin when the figure of $47 million was used as the sales price 
tothe company? Would that be a fair price as far as construction in a 
foreign yard? 

Mr. Buewert. In a foreign yard, sir? 

Mr. Van Pert. Yes. 

Mr. Biewerr. I am not prepared on that, Mr. Van Pelt. I really 
do not know. I am not versed on foreign yard costs. 

Mr. Van Petr. Then there was another question that seemed to give 
the corporation some concern. That was with regard to the turn- 
around, I am wondering in your research has it been determined how 
long it would take to refuel a ship if it had an atomic plant? 

Mr. Biewett. An atomic ship would not take any time in refueling 
at all. We would have to refuel this ship as we have it designed about 
once every 3 years. 

Mr. Van Petr. How long would it take? Would it take a day? 

Mr. Biewerr. At the end of the 3-year period ? 

Mr. Van Petr. Yes. 

Mr. Biewerr. It would take at least 6 weeks to a couple of months 
to refuel it, having everything available when the ship came in, be- 

‘ause we would not build casings over and above the reactors. We 

Ww ont just leave portable sections there and those would have to be 
taken out and then the old cores would have to be lifted out and the 
new ones replaced, and it would take at least 6 weeks to a couple of 

months. 

Mr. Van Pett. Would the lack of smoke and so forth affect ma- 
terially the operation of the ship so far as cost is concerned, main- 
tenance, painting, and so forth ? 

Mr. Biewerr. I would imagine it would; yes, sir. 

Mr. Van Pevr. That is all, Mr. Chairman. 

The CHarrman. Mr. Dellay? 

Mr. Detiay. No questions. 
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The Caarrman. Mr. Mailliard? 

Mr. Marmu1arp. Thank you, Mr. Chairman. 

Mr. Blewett, you mentioned the advantages in being able to design 
a ship around a nuclear powerplant. Would you be a little more 

specific as to what those advantages are / 

Mr. Brewer. Yes. I would like to show you that print we have. 
You have more speed in it. We do away with the promenade deck 
completely. 

Mr. Mariiiarp. May I question you on the speed factor. Do you 
have more speed for the same horsepower, or are you just putting in 
more horsepower ? 

Mr. Buiewerrt. It is a combination. You have to have horsepower 
somewhat in excess. The plant that we are putting in there is the 
plant that we have for this large naval ship. 

Mr. Mariir1arp. So what you have done is to design a commercial 
ship around a plant that exists? 

Mr. Biewerr. That is right. 

Mr. Maiuuiarp. So it has more speed than the plant designed for 
the sister ship of the United States, but could you not put a conven- 
tional plant in it and get more speed, too ? 

Mr. Buiewerr. Yes, you could, but you are getting up pretty high 
in your conventional plants. 

Mr. Marrxizarp. I realize that, but, it seems to me there is a little 
confusion as to this business of getting more speed out of a nuclear 
plant. 

Mr. Biewerr. You will get more speed out of horsepower, not 
nuclear power. The horsepower is the final thing that you get your 
speed out of. Whether you get it from an atom or whether you get 
it from oil burning does not make any difference. It is the horse- 
power that gives you the speed. 

Mr. Marurarp. So it is not a fair thing to say that because you use 
a nuclear plant you get more speed ? 

Mr. Biewert. No, no. You could use a nuclear plant that would 
not give you the same horsepower and you would get a lot less speed. 

Mr. Marararp. That speed factor as to what type of plant you use 
is really not germane / 

Mr. Buiewerr. That is right. Your speed is dependent upon your 
horsepower, not the type of fuel. 

Mr. Martirarp. So if you are looking to the combination of de- 
fense features, the princ ipal one of which is speed, there is also the 
economic factor. You are not going to get more speed per dollar 
invested out of a nuclear plant. You are going to get less. 

Mr. Biewerr. I do not say that, but today your nuclear plant op- 
eration is going to cost you more than your fossil fuel plant. 

Mr. Mainuiarp. Now will you go ahead with the other features of 
design ? 

Mr. Biewerrt. In this ship, as you see, we have cut out the prome- 
nade deck. You do not have any interruption of your spaces because 
of uptakes over the reactors, its portable plates or portable bulkhead- 
ing and so forth, so that you have a clear deck area. Then we move 
up to the topside and we have that all enclosed in glass and you have 
over the pilothouse an observation platform, so to “speak, o r observa- 
tion lounge, and your promenade and sports deck are all up topside, 
which makes a very good setup, very good arrangement. That is 
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permissible for two reasons. One is lack of smoke; and the second 
is the stabilizers which we now have where we can minimize roll, 
It will carry more passengers. 

Mr. Marmu1arp. Relating that to the economic factor as we did the 
speed, would it be true to say that with a ship designed around a 
nuclear plant you would get more usable space, which in turn would 
mean from a defense point of view more troop capacity per dollar? 

Mr. Biewert. That is right, yes. 

Mr. Maiwur1arp. Appreciably more? 

Mr. Biewerr. Not appreciably more, but somewhat more. 

Mr. Matuirarp. Might I ask how do you provide for access to the 
core for replacement purposes? 

Mr. Biewerr. By leaving portable decks in and by portable bulk- 
heading. That only has to take place once every 3 years and then 
that is a major operation. It has to come into a yard and we would 
1ave to strip out everything in the vertical line of the reactor, just 
pull the reactor up, but we would not have any permanent casings 
in there like you do on oil-fired boilers. 

Mr. Mariirarp. That would be a disadvantage to a commercial 
operator. That would take a ship off the line for ac ouple of months? 

Mr. Biewerr. You would have to do that once every 3 years. 

Mr. Maixur1arp. Are there any other special features? 

Mr. Biewert. As time goes on it may (™ that you can go longer than 
3 years under nuclear power before you have to replace your cores, 
because, as I understand it now, and I again refer to Mr. Menke, 
there is only a small percentage of the core used before it has to be 
replaced. 

Is that correct ? 

Mr. Menke. Yes. I think Mr. Allen asked earlier about improve- 
ments as time went on. Improvements could be divided into two 
areas, really, improvements in the original bulk plant and improve- 
ments in the cores and in the full utilization. improvements in the 

‘apital cost and improvements in the operating cost, really. 

I think you could be very optimistic that all operating costs would 
be improved as improvements were developed in the vessel and the 
operating experience of the vessel at the end of 20 years would be a 
modern operating experience at that 20-year point. 

Mr. Matu1aro. On that subject, two ‘things occur to me. One is 
the weight that is involved is largely shielding, is it not? 

Mr. Menke. Yes, sir; and containment. 

Mr. Mariirarp. Is there any reason to believe that the requirements 
for shielding will be reduced ? 

Mr. Menke. Yes, considerably. 

Mr. Mariui1arp. That would be a tremendous economic factor, be- 
cause you could build quite a lot of smaller ships if you did not have 
to cope with that concentrated weight. 

Mr. Menxe. Yes. A vessel this large, of course, would have sev- 
eral reactors, so the concentration part is a little bit ameliorated. As 
the plants become more powerful, we would be able to reduce their 
size, which will reduce the shielding weight. 

Mr. Biewerr. We are even talking about a difference in steam con- 
ditions right now from a reactor. Instead of 650 pounds pressure, we 


are going to 850 pounds pressure, so that has just happened in the 
last few months. 
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Mr. Maruxarp. Is that a peculiarity to the nuclear plant, or could 
you go up in pressure in a conventional plant, too ? 

Mr. Men«e. I think the nuclear plant will reach conventional 
steam conditions, hopefully rather soon. I think we will reach 700° 


or 800° F. and 2,000 pounds pressure in nuclear plants within a rea- 


sonably foreseeable time. I means 2 or 3 years. 

Mr. Marrziarp. You believe that if this ship were designed now 
and construction started, there might be some reason to believe that 
at least from an operating point of view its economy would approach 
the steam plant ? 

Mr. Menke. I think there is reason for optimism in the operating 
economy in the life of the vessel. Of course, the capital equipment 
that you put in at the beginning largely remains there. If it is large 
initial capital cost, that is it. 

Mr. Matu1arp. In considering this type of propulsion for a pas- 
senger vessel, have you given any thought to public reaction to it? 

Mr. Menxe. Yes. I am not an expert in that, but I have. If we 
do not do it and we find this ship comes on a line 3 or 4 years from 
now as a conventional powerplant and the year after that you find, 
let us say, a British nuclear-powered plahé. I think you will have 
one large public reaction. 

Mr. Maiirarp. I realized that. You mean sort of a sputnik re- 
action ? 

Mr. Menke. Yes, sir. 

Mr. Mariurarp. I was wondering more about whether people will 
have a reluctance to travel on top of a nuclear plant. 

Mr. Menxe. My business is unfortunately fn of crystal balling and 
estimating of the future, which has very little accuracy, but on this 

oint I can answer you with facts. The Nautilus steamed into New 
Vork harbor and it hardly hit the newspapers. Without any advance 
preparations, and full of fission products, it also steamed out again. 

I am happy to be able to answer that with facts because there are 
so few times I can answer so difficult a question with facts. 

Mr. Mamrutarp. I am ag wondering more whether the traveling 
public would travel on the Nautilus if you gave them a chance to. 

Mr. Burwerr. They certainly do not hesitate to travel in airplanes 
today. They are not afraid of old man gravity, so I do not think the 
public would be particularly afraid. 

Mr. Maiiuiarp. Still, though, there was a long pened of time when 
a great many people would not travel by air and there are even a few 
that still will not travel by air, and you are talking about investing 
an enormous sum of money in a ship that depends entirely on public 
acceptance for revenue and I think this is a serious question. 

Mr. Menxe. Qh, yes. I never quite looked at it from that angle, but 
I rather doubt that many people would be afraid to travel on a 
nuclear ship. As a matter of fact, in this design we thought what 
you could do is put up with that hothouse on the top of the place. We 
could put in plants and so forth to let the general public see that there 
are no radioactive molecules flying around in the air. 

Mr. MarLuiarp. You make a very nice Japanese garden up there. 

That is all I have. 

The CHarrman. Mr. Miller? 
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Mr. Miter. Were you here the other day when Admiral Wilson 
testified ¢ 

Mr. Buewerr. No, Mr. Miller. 

Mr. Mixer. He testified to the effect that nuclear power was not 
as efficient as steam power; that is, the reactor in developing steam. 
You have not licked the nuclear thing yet to the point where you can 
get as high a pressure out of nuclear power as you can get out of 
conventional steam ? 

Mr. Biewerr. That is right. 

Mr. Mitter. What is the maximum you get out of nuclear power? 
400 ? 

Mr. Menxe. About 550° or 600° F. 

Mr. Mitier. What about steam / 

Mr. Menke. An oil-fired burner in current naval practice is 700° 
or 800° F. Weare 200° or 300° away. 

Mr. Mitier. Of course, that means it is more efficient. 

Mr. MENnkKE. Yes, sir. 

Mr. Miter. So, after all, what you are suggesting, as I see it, 
applying this to both your statements, is that this is a good gamble 
and that by the time we get this ship built we will be sufficiently 
advanced in the nuclear field that it is gomg to be all right. You 
cannot give us anything positive today ; can you? 

Mr. Menke. No. In the nuclear business there are very few guar- 
anties that can be written now. 

Mr. Miuuter. As a matter of fact, not very few. You would not 
want to write down any guaranty. 

Mr. Menxe. I would write down one guaranty for you: That the 
availability of uranium as a fuel is by far greater than the availability 
of oil as a fuel and will continue so for the indefinite future. 

Mr. Mittrr. However, not for the life of this ship ? 

Mr. Menke. Oh, yes. We have uranium running out of our ears. 

Mr. Miniter. You have uranium running out of your ears, but do 
you mean to tell me within the life of this ship, 20 years, we are going 
to deplete our oil and it will be cheaper to use uranium ? 

Mr. Menke. No. 

Mr. Mutter. That is what you are saying to me. You are a very 
optimistic young man who gazes into those crystal balls. 

Mr. Biewerr. You misunderstood him. 

Mr. Miuter. That is just what he said to me. Now, let us go ahead. 
I look forward to the time that we are going to get these things, but 
would you spend your own money at this stage of the game for a 
plant of this kind? You are asking us to spend Uncle Sam’s money. 

Mr. Biewerr. We are not asking. you to spend Uncle Sam’s money. 
We are just telling you what the situation is. 

Mr. Miter. You may not be asking us to spend it, but you cer- 
tainly would like to build this ship with Uncle Sam’s money. I have 
that thought. You are not just up here for the fun of it. You would 
like to see this ship built. 

Mr. Biewerr. We are up here because we have talked to our Con- 
gressman and he felt that we ought to come up and let you fellows 
know what is in the offing. 

Mr. Muiuer. All right. He is a very good friend of mine. If at 
the time you deliver this conventional ship you find that you have 
nuclear power that is as economic or even more so than your oil, you 
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would feel rather embarrassed, would you not, if you had not been 
informed on it? You would say, “Well why didn’t somebody tell 
us about that?” I think we would feel embarrassed about a lot of 
things. 

Mr. Biewerr. No, sir. You get used to being embarrassed after a 
while. 

Mr. Miter. Yes; you get used to being embarrassed and I think 
we would feel much more embarrassed if we spent $90 million or 
$128 million building this ship and she did not prove out. It would 
not be very nice. 

If the nuclear power thing does not prove out, would we not be 
embarrassed then ¢ Frankly, I think within the next 3 to 10 years 
maybe we will have this nuclear thing well licked, but I do not know 
that it is licked now. Out in my district they have completed the 
first plant to put nuclear energy into public powerlines at Vallecito. 
General Electric designed this plant. I think it was a 10,000-kilo- 
watt plant, a prototype plant. 

I read in the paper the other day where they were getting 
15,000 KWs out of it. I think that is going to be the plant for the 
future and it will develop. I remember the old ferryboats, as I am sure 
Mr. Allen or Mr. Mailliard would, on San Francisco Bay where, when 
you wanted to start old Seotch engines in them, a man had to 
get hold of a big lever until you could get the valves into operation, 
and that is within my lifetime and maybe you have seen that kind 
of an engine, so steam developed rapidly. 

We are still making improvements in it. Getting back to your 
statement, suppose we built this. Suppose that we gambled on it 
and it did not prove out. Would we be embarrased ? 

Mr. Buewerr. Mr. Miller, I do not know whether you were in here 
when I first started off, but what I said is we could not recommend 
that you build this ship today as we know nuclear power today. We 
certainly would not, as shipbuilders or as ship designers, said build 
this ship today with a nuclear-powered plant, but what we do say 
is that we are on the fringe of a breakthrough on nuclear power and 
maybe in the course of a very short period of time you will have 
nuclear power whereby you would be sorry that you had not put 
it in the biggest ship that is in the world and the most outstanding 
ship in the world. 

Mr. Miruer. I agree with you there. I think we are on the verge 
of a breakthrough. I think that that is our big problem. 

Mr. Buiewerr. That is it exactly. 

Mr. Miniter. However, no one can give us assurances just when 
that breakthrough is going to come. In the meantime, would we be 
justified in delaying the building of this ship 3 years and then take 
3 or 314 years to get it? That would be 614 years from now. Would 
we be justified in doing that, or do we need the capac ity of this ship 
right now ? 

Mr. Biewerr. That is the problem that confronts your committee. 

Mr. Mitier. That is the big problem. 

Mr. Brewerr. That is right. 

Mr. Mitter. That is the decision we have to make. We need this 
ship to enhance American commerce and American prestige and we 
need it as a backup for our military, or defense effort. We may 
need it before you can get her built, so we are not justified, perhaps, 
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in deferring or waiting for this new power. It is just unfortunate 
that we are coming to the time when there will be a breakthrough. 

Mr. Biewett. Yes. 

Mr. Mutter. If we make a decision and within 5 years a whole 
radical change takes place in nuclear power and you will find a reactor 
that is more efficient than a water reactor, then you would say, “Well, 
we missed the boat there.” 

If we do not build her and anything happens, we certainly missed 
the boat, so it is a hard decision w hether we should take the plans 
and build her with conventional power or gamble. I am satisfied, 
as you are, that in the not too distant future we will have nuclear 
power and I think you are right about uranium and I think we will 
develop ways and means of using uranium in this place so you will 
get those costs down to relevant costs. 

I would not be a bit surprised—it would be cheaper eventually. 
Maybe 25 years from now it will be much cheaper. 

Mr. Brewerr. When the old law of supply and demand takes effect, 
uranium will be cheaper. 

Mr. Miuter. Yes. 

Mr. Menxe. You have a hard decision to make and the tools for 
making that judgment are just now becoming available. There are 
several plants that are going to come on the line this year and next 
year that will help you to make that judgment. 

Mr. Mitier. However, will we be justified—I do not know whether 
we should ask Mr. Blewett or you or anyone else—in delaying the 
laying down of the keel of this ship until we see the efficiencies of 
those tools that are coming in being? It is going to take a year or 
more to evaluate them. If they come in a year, it is 2 or 3 years 
before they are well evaluated. 

Mr. Biewerr. Of course, there are many factors that have to be 
considered here. That is the life and usefulness of America as it 
stands today. 

Mr. Mitier. I am very much concerned with the fact that if we 
ever had any trouble, we have a quarter of a million Americans in 
Europe and in the Orient and there would be the demand to bring 
them back, and certainly our air is inadequate and would be t: 1xed 
way beyond capacity. Can you imagine what would happen if a 
war happened in Europe? Can you imagine the howl and cry that 
would go up in this country w ith 250,000 Americans stranded over 
there? It is something we have never experienced and never had to 
face before. 

The Cuamman. Mr. Pelly ? 

Mr. Petty. As I understand, Mr. Blewett, you are a representa- 
tive of 1 of the 3 shipbuilding companies that has the capability of 
constructing a sister ship to the steamship United States 

Mr. Biewerrt. I think that is somewhat correct. I think there are 
other companies that could probably construct it, too, if they wanted 
to put in a little capital expenditure. 

Mr. Petty. You bid, as I recall, in December 1956 on this sister 
ship? 

Mr. Buiewerr. That is right. 

Mr. Perty. I imagine that your bid is a matter of public 
knowledge. 

Mr. Biewetr. Yes. It was around $112 million. 
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Mr. Perry. As against $109 million by the low bidder. In the 
figure of $112 million that you bid, how much would you say was 
for defense features? 

Mr. Biewerr. We would have to put it on a percentage basis. 

Mr. Petry. Yesterday you heard Mr. Gibbs say that one-third was 
the formula that was used for the defense features ? 

Mr. Biewerr. No, I did not hear him say it, but let me see what 
our figures indicate without getting confused with Mr. Gibbs. We 
analyzed that pretty thoroughly and I think what Mr. Gibbs gave 
you was probably the results of our analysis when we built the 
United States and we have a percentage basis so that we could take 
it percentagew ise and say the defense features amounted to so much. 
I think it worked out to be about $35 million. 

Mr. Petty. Did you give a fieure as to the defense features to the 
Maritime? 

Mr. Biewerr. On this ship we have not. 

Mr. Pexity. You never were asked to? 

Mr. Biewerr. No. When our bid was $112 million and New York 
Ship’s bid was $109 million, we were out of the picture. 

Mr. Petry. The four factors of the speed, the capacity and the 
safety and the radius of action you figure are the defense features. 
You mentioned earlier in your testimony they were four factors that 
went into the defense features. 

Mr. Biewerr. Yes; that is right. 

Mr. Petry. The figure that you are now about to give me would 
be an estim: ite of the total in your $112 million bid that covered those 
four factors ¢ 

Mr. Buewerr. That is right. It looks about, say $35 million or $38 
million. 

Mr. Preity. That figure would go up proportionately if there was 
an escalator clause, so that the figure you are giving me is the per- 
centage or a figure as against $1 12 million? 

Mr. Buewerr. Yes. All I did was take the detailed estimate on 
the United States, which incidentally, for the defense features, was 
around $24 million total, and put it on a percentage basis as to the 
total of the ship. 

Mr. Petry. The original cost, as I recall, was $73 million. 

Mr. Biewetr. The original cost in our bid was $67 million, I think. 
The ship cost, with everything else, ended up at about $74 million. 

Mr. Petuy. Yes, that is the figure we had earlier in the testimony. 

Mr. Birewerr. That is right, but the shipyard bid was about $67 
million. 

Mr. Petry. In other words, it is a little less than one-third and if 
the Maritime Board was willing to accept some figure on the bid of 
$109 million as defense features of somewhere around that same 
percentage, it would seem to me that the ship could be built under the 
Merchant Marine Act of 1936, as amended, without the requirement 
of this special Sietabenacla and that seems to be the thing that is 
blocking this. 

Mr. Biewerr. That figure I gave you I put on the basis of our bid 
of $112 million. That figure w vould drop a little bit on the basis of 
$109 million. 

Mr. Petty. About $1 million loss? 

Mr. Biewerr. Yes. 








194 SUPERLINER LEGISLATION 


Mr. Petry. In 1956, when you bid, were you quite anxious to get 
that particular award? In other words, was your workload ahead 
such that it would dovetail? Did you make a pretty close figure when 
you bid? 

Mr. Biewetr. Wealways make close figures. 

Mr. Petty. You have a reputation of being very successful. I know 
that. 

Mr. Biewert. We figured that ship on the basis of the return cost 
for the United States, which we knew in man-hours. 

Mr. Pruuy. Did the manner in which the bid came out, requiring 
it to be firm for 6 months and then, in turn, you would be required to 
give notice of any change, cause you to raise your price a little bit? 

Mr. Biewerr. No, sir. 

Mr. Pexiy. In other words, it was a really serious bid. 

Mr. Brewetr. We gave them a serious bid. We gave them a bid 
that would keep the ‘shipy: ard running. It is very easy to be low 
bidder at any time. The job we have is not to be low bidder; the 
job we have is to deliver the ships and still have the shipyard. 

Mr. Peiyiy. There is one question I would like to ask and that has 
to do with the operation of a nuclear-propelled ship. How about the 
crew requirements? Is there more or less crew required to operate a 
conventional ship as against a nuclear-propelled ship ? 

Mr. Menke. I would think in the long run it would require fewer 
people to operate a nuclear ship. 

Mr. Petty. Thank you, Mr. Chairman. 

The Cuatrman. Mr. Ble wes you had an instrument that you 
brought up here just now that foun «1 an answer for you. Can you take 
that same instrument and find what the foreign cost would be? 

Mr. Biewerr. No, sir. 

The CuarrmMan. With that you have worked out that one-third is 
national defense, a third is the differential, and a third is what the 
operator should put in? Is that about what you found there / 

Mr. Biewerr. The picture runs something like this: That the cost 
percentagewise, and, of course, we are talking percentagewise and 
we are not talking definite figures, and the percentages may vary by 
several percent themselves, for defense features ought to be about a 
quarter. 

The CuatrmMan. Twenty-five percent 

Mr. Biewerr. Twenty-five percent. For the owner it ought to be 
40 percent, and the remainder for the Maritime Administration. 

The Cuarrman. Thirty-five percent ? 

Mr. Biewerr. Yes: let me check those. You are getting me in a 
mess here now, Mr. Chairman. 

Between the defense features and the Maritime Administration it 
ought to be about 60 percent anyway. 

The Cuarrman. Those two items amount to 60 percent ? 

Mr. Biewerr. Yes. The Maritime’s share and the defense features 
ought to be about 60 percent of the cost of the vessel. That is the way 
I think it worked out. We have your answer here. The way it ended 
up on the United States percentagewise on the $78 million basis was 
the defense features were 32 percent, the Maritime Administration was 
27 percent, and the United States Line was 40 percent. 
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We are going to miss a percent because I am not taking the decimal. 
That would give a lower percentage for the Maritime Administration 
and the defense features than I gave you before. 

The CHarrMan. There is a fir m bid, we might say, of $109 million 
with a provision of escalation. 

Mr. biewert. Yes, sir. 

The Cuairman. The bid was made a year ago. Have you any idea 
what the escalation between cost at that time and the cost now would 
constitute ? 

Mr. Biewert. The escalation of that ship now on the basis of $109 
million would be about $111 million. 

The CHarmman. The operator has stated that $47 million is the 
maximum investment they can make in this ship and they have pretty 
well substantiated that in their testimony, I think. At the percentage 
figures that you have just given, the 3 different figures, would it make 
it possible to build this ships at the $47 million invested by the operator? 

Mr. Brewerr. You are putting an embarrassing question to me, but 
I would say yes. 

The Cuarmman. I do not know of anybody that is more capable of 
answering that. 

Mr. Biewerr. I would say yes to that, Mr. Chairman. 

If the same percentages were applied on this vessel as were applied 
on the United States, it would mean that the United States Lines 
would put in $46,750,000. 

The CHarrMan. Does that mean now that the ship is what I de- 
scribe a turnkey job, ready to take on passengers, without provisions 
and those kind of things ? 

Mr. Biewerr. Yes. 

The Cuarrman. Equipment and eve rything? 

Mr. Brewerr. The answer to that is “Yes,” because I am figuring 
that on the basis of $115 million, which will include naval architects’ 
fees and hotel equipment, over and above the $109 million. That, of 
course, does not take into account escalation. 

The CuarrmMan. That is operator equipment. 

Mr. Biewerr. Yes; hotel is operator’s equipment. 

The Cuarrman. Your testimony is then that the ship could be built 
under existing law at the price that the operator says that he can put 
in the ship ? 

Mr. Biewerr. Of course, there is going to be an increase in that 
price due to escalation. 

The Cuairnman. You jumped it up to $111 million. 

Mr. Buiewerr. Yes. I took the $111 million figure because that is 
the one that has fins. That was the low bid that carried the stabilizers, 
not $109 million. $111 million is what you ought to be working on. 
You should not get me involved in these. I am an also-ran on this 
thing. 

The CuarrmMan. You volunteered. You may decline to answer. 

Mr. Biewerr. I would be glad to answer, but I am embarrassed to 
answer. 

The Cnatmman. The $109 million is a firm bid. The escalation 
brings that up to $111 million. 

Mr. Biewerr. Mr. Chairman, let me correct you there. 
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They bid $109 million for a ship without stabilizers. I do not think 
you would build that ship today without stabilizers, so that will make 
the ship $111 million. 

The Cuarrman. The stabilizers would carry a differential percent- 
age. 

Mr. Biewerr. The stabilizer bid makes it $111,600,000, I think. 
You can check that with Mr. Pierce. 

The Cuamman. You mean the $111,600,000 would be without es- 
calation ? 

Mr. Biewerr. Without escalation. 

The Cuatrman. However, that adds something to the ship that was 
not in the bid at the time the bid was requested ? 

Mr. Biewerr. No; it was requested in the bid. 

The Cuarrman. The bid is without stabilizers, then ? 

Mr. Brewerr. That is the bid you have been working on, the $109 
million; yes. 

The Cuarrman. Would you not say the cost of the stabilizers would 
be divided in the same percentage ratio ? 

Mr. Biewerr. Yes; surely. 

The Cuatrman. I see the Secretary back there nodding his head. 
We will have him up here in a little while. We want this ship and we 
want it the best way possible. After all this shadowboxing we have 
been doing, I am wondering whether I am on the wrong track or the 
right track, whether or not this question just boils down to the fact 
whether the ship can be built under existing law for the $47 million 
that the operator says he can afford to put in the ship ready to operate. 

Mr. Biewetrt. Yes, sir. 

The Cuatrman. I do not know anybody any better qualified than 
you. 

Mr. Biewetr. We are glad to give you all the information we have, 
Mr. Chairman, from the information we have and what I picked up 
and just what we have analyzed, because as soon as we lose a job we 
do not let it ride. We still examine and we examine it until the 
time of delivery, too, and we took the ship with fins because I do not 
think you would build a ship today without the stabilizers. I think 
it would be silly not to. 

Then we have put in the architects’ fees and the hotel equipment, 
and that has brought the total price of that ship to about $115,400,000. 

The CHarrMan. $115,400,000 ? 

Mr. Brewer. Yes. 

The Cuatrman. That is plus the stabilizers ? 

Mr. Buiewert. That includes the stabilizers. 

Mr. Mariur1arp. But without escalation. 

Mr. Biewerr. Without escalation. 

The Cuarrman. What would it be with escalation ? 

Mr. Biewerr. That is hard to tell you. 

The Cuarrman. You had that. 

Mr. Buiewerr. That is just for the year that has passed. We have 
gone up about $2 million in escalation while we have been sitting here 
waiting. The bid was $109,436,000. We figure today under our in- 
vitation to bid you would add escalation to the extent that it would 
bring the price of your ship up to $110,970,000, or that would be an 
advance of $1,534,000. 

The Cuarrman. That is a new figure. 
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Mr. Mrier. That is with stabilizers? 

Mr. Biewerr. That is less stabilizers. 

The Cuarrman. What was the last figure? What did that include? 

Mr. Buewetr. We estimate that escalation has now brought the price 
of $109,436,000—that is the bid without stabilizers—to $110,970,.000. 

The Cuarrman. And with the stabilizers ? 

Mr. Brewrrr. With the stabilizer you would add about $2,300,000. 

The Cuatrman. What was this $115,400,000 ? 

Mr. Biewert. Then to that you have to add the fees of the naval 
architect and you have to add the hotel equipment, and that was the 
$115 5,400,000. 

The Cuamman. That is your rough estimate of what the total cost 
of the ship would be with escalators, and stabilizers, and architect’s 
fees, hotel equipment ; is that correct ? 

Mr. Buiewerv. As of this day you ought to add about $1,300,000, be- 
cause of escalation, to that $115 million, so it would now become 
$116,700,000. 

The Cuatrman. Get your yardstick out there and divide that up on 
a percentage basis for me. 

Mr. Maituiarp. Mr. Chairman, would you yield a moment ? 

There is one other factor I think and that is that escalation applies 
during the progress of construction. 

Mr. Buiewerr. That is right. I was going to bring that point out. 
This is only escalation up to January. You have 3 more years that 
that ship is going to be escalated on. 

The CHarrman. You are like a friend of mine that had an accident 
policy. He got hurt. He called on me to read the policy. I said, 
“Whereas, wherefore, whereas, wherefore,” and finally he said, “Get 
down to the place where they are going to pay me,” and it was difli- 
cult to ever find that place. 

Let us go further, then. You have $116,700,000 and you are going 
to escalate some more. 

Mr. Buiewerr. Yes, sir. I am doing all this for Harry Pierce. 

The Cuarrman. You cert: iinly are not trying to disillusion Mr. 
Pierce. 

Mr. Biewertr. No, no; I am trying to get that on the right track; 
that’s all. 

The Cuatrman. You have $116,700,000. 

Mr. Biewert. That is right. 

The Cuarrman. Mr. Mailliard has brought out the fact that he has 
found additional escalation. 

Mr. Biewerr. The next step w ould be a guess as to the advance in 
cost for the 3 years or 314 years that that ship will be under construc- 
tion. I think perhs aps we ¢ ould take it percentagewise. 

The Cuamrman. Based on the present recession in the economy of 
the Nation today, you are going to predict that it is going up high ? 

Mr. Brewerr. Yes, sir. You are going to raise labor wages Pall 
next year. 

The Crarrman. There are a lot of people looking for jobs today. 
I understand there are 4 million or so looking for jobs. 

Mr. Buiewerr. That does not make any difference. They will still 
be raising wages. 

The CuHatrman. What do you estimate now is going to be this 
escalation based on experience ? 
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Mr. Buiewert. I am taking it on our bid of the United States. 
bid $67,700,000 and the ship eventually cost $74 million, I think. 

The Cuarrman. You mean that was the advance during construc- 
tion ? 

Mr. Biewerr. That ship went up about 11 percent. ‘The increased 
cost of that ship during its building period was 11 percent. 

The Cuamman. What will make this $116,700,000? 

Mr. Biewerr. That would make it about $129,400,000; say $130 
million. 

The CHamrman. We can have some assurance that that would be 
about the delivery price plus everything? 

Mr. Biewerr. That ought to be about the delivery price. 

The Cuatrman. How much is that, did you say ¢ 

Mr. Buewerr. $129,400,000. 

The Cuarrman. Then divide it up on a percentage basis and let us 
see what you get. Somebody says it is $128 million; is that correct? 

Mr. Buewerr. Yes, I heard the figure of $128 million mentioned, 
but we are only $1 ,400, 100 out. 

The Cuarrman. You think a little matter like that among friends 
does not matter ¢ 

Mr. Biewerr. Mr. Chairman, here is the way our slide rule indi- 
cates it. The United States Lines would have to carry $52,400,000. 
The Maritime Commission, on the same percentage subsidy that they 
gave on the United States, would carry $34,200,000, the defense fea- 
tures would be $42,800,000. 

The Cuarrman. So then the United States Line is correct, based 
on the figures they have presented that they just simply could not 
invest that much money if their figures are correct ? 

Mr. Buiewerr. This is $5 million more than theirs. 

The Cuarrman. A $5 million difference. 

Mr. Brewerr. That is as delivered. That, of course, is by rapid 
calculations and the Maritime Administration and Mr. Morse and his 
staff probably have worked that out in detail. 

The CuHarrmMan. I appreciate very much your taking this time. 

Mr. Dellay ? 

Mr. De.iay. Just one question, Mr. Chairman. 

I have always felt that the lines of the United States are the most 
beautiful lines of any steamship I have ever seen. I noticed the 
lines of this ship are quite different. Is there any basic reason for 
the change in the design ? 

Mr. Biewerr. The underwater lines of this ship would be similar 
to the United States, probably. All you see is the bow there, which 
is given a big rake to produce that ‘speed characteristic; that’s all. 
That is just an artist’s conception. 

Mr. Detiay. It does not help in the speed at all. 

Mr. Biewerr. No. That is just an artist’s conception of the thing. 

Mr. Detiay. That is more streamlined, a modern design. 

Mr. Buewetrr. That is right, modernistic. 

Mr. Mititer. Mr. Chairman, I think we should thank Mr. Blewett. 
He has been an excellent witness. 

The CuatrmMan. Yes, he has been a splendid witness and a splendid 
gentleman. Your background did not get in the record. Of course, 
all these people here know it, but somebody might read this record. 
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Mr. Biewerr. After graduating from Cornell as a mechanical en- 
gineer I went in the Army. 

Mr. Mitter. What army and what war? 

Mr. Biewerr. It was not World War II. It was World Warl. I 
was in the Army for a while and in the Air Corps. 

The CuHarrmMan. Mr. Miller was, too. 

Mr. Biewerr. After getting out of the Army, I went with Newport 
News in 1919 and have been with them every since. 

The Cuarrman. Thank you. 

Mr. Dinceti. Perhaps the witness would like to have an opportu- 
nity to correct some of the figures that were given if he finds that they 
are wrong. 

The CuarrMan. We understand that those figures are rough figures. 

Mr. Biewerr. I assume no responsibility for these figures. 

The Cuatrrman. Thank you very much, Mr. Blewett. 

Mr. Buewert. I am delighted to be with you gentlemen today. 

The Cuamrman. I appreciate very much your coming. 

The next witness will be the Under Secretary of Commerce for 
Transportation, Mr. Rothschild. The House is not in session today 
and these are very serious hearings. With the indulgence of the mem- 
bership of the committee, this would be a fine opportunity to continue 
this afternoon, and I hope I may have the approval of the committee 
to continue the hearing because I am confident we cannot finish with 
the present witness before the lunch hour, so we will set the reconven- 
ing of the committee at 2: 30. 

You may proceed, Mr. Rothschild. 


STATEMENTS OF LOUIS R. ROTHSCHILD, UNDER SECRETARY OF 
COMMERCE FOR TRANSPORTATION; AND CLARENCE G. MORSE, 
CHAIRMAN, FEDERAL MARITIME BOARD 


Mr. Rorucuitp. Mr. Chairman and gentlemen, it is always a 
pleasure for me to appear before this committee. I feel in the first 
instance I have many friends on the committee. Beyond that I am a 
great admirer of the accomplishments of this committee both under 
its present chairman and under his immediate predecessor. 

Further along the same line, I think we have all been working for 
the greatest good to the American merchant marine and all of us 
recognize the importance of that merchant marine to the affairs of 
the Nation. 

I am appearing before you today to comment on a number of bills 
which would authorize the construction of superliner passenger ves- 
sels for operation in the transatlantic and transpacific services. 

H. R. 9342 and several other bills authorize the appropriation to 
the Department of Commerce of such sums as may be necessary for 
the construction of a superliner passenger vessel equivalent to the 
steamship United States as a replacement for the steamship America 
for operation on an essential trade route in the North Atlantic. All 
of these bills except two (H. R. 9473 and H. R. 9654) would permit 
an award to be made on the basis of existing bids hitherto made by 
United States shipbuilders on a similar vessel. All of them would 
authorize the Federal Maritime Board to enter into a contract for 
the sale of the vessel upon completion to the United States Lines Co. 
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for a specified price of $47 million. Payment of the purchase price 
would be made as provided in sections 502 (c) and 503 of the Mer- 
chant Marine Act, 1936, as amended. These sections require that a 
purchaser shall make a cash payment of not less than 25 percent of 
the purchase price, with the Sane payable over 20 years in equal 
annual installments. One of the bills (H. R. 9654) would require 
the vessel to be equipped with nuciear propulsion. 

H. R. 9432 and several other bills authorize to be appropriated to 
the Department of Commerce such sums as may be necessary for the 
construction of a passenger vessel with passenger capacity of ap- 
proximately 1,400 for operation on an essential trade route in the 
Pacific Ocean. These bills authorize the Federal Maritime Board, 
concurrently with entering into a contract with the shipbuilder for 
the construction of the vessel, to enter into a contract for the sale 
of the vessel upon its completion to the American President Lines, 
Ltd., upon terms and conditions of payment of the purchase price as 
provided in sections 502 (c) and 503 of the Merchant Marine Act 
1936, as amended. 

Prior to commenting on these bills, I should like to make it clear 
that there has not been any change in the position of the Department 
that a merchant marine capable of serving the defense needs of the 
Nation and adequate for peacetime waterborne commerce is neces- 
sary. The Director of the Office of Defense Mobilization has advised 
your chairman that the conclusion of the Defense Mobilization Board, 
in its review of the present merchant marine policy, that an adequate 
merchant marine is essential for defense purposes, and that there is a 
continuing need for a well-balanced merchant marine fleet, has been 
affirmed as the policy of the administration. 

In implementation of this policy, the budget for the fiscal year 1959 
includes an amount of $160 million under the appropriation “Ship 
construction.” This represents an increase of $157 million over the 
amount appropriated for the fiscal year 1958 for the same purpose. 
Funds for ship replacements constitute $132 million of the $160 mil- 
lion. As has been the practice since 1954, the funds requested for 
the ship replacement program cover only the Government’s share of 
ship construction; that is, payments for construction-differential sub- 
sidy and national defense features. 

As you know, the budget for the fiscal year 1958 which was sub- 
mitted to the Congress included a request of $95 million for ship con- 
struction. This amount included funds to pay the Government’s share 
of the cost of replacing the America. The Congress appropriated only 
$3 million for ship construction. No amount has been included in the 
budget for the fiscal year 1959 to cover the Government’s share of the 
cost of replacing the America because of other overriding budget con- 
siderations. 

This Department appreciates that there are a number of reasons for 
considering replacement of the America with a passenger vessel equiva- 
lent to the United States. The former vessel will become 20 years of 
age during 1960, and the operating-differential subsidy agreement of 
United States Lines provides that the agreement shall terminate on 
August 1, 1958, with respect to the America unless the operator makes 
a formal commitment prior to that date for replacement of the vessel 
with new construction. The additional annual passenger-carrying 
capacity resulting from replacement with a vessel equivalent to the 
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United States, approximately 214 times that of the America, would 
be available for troop and material carrying in the event of war or 
national emergency. An added reason is the f ‘act that foreign-flag lines 
are building new passenger ships to replace and augment ‘older units. 

During 1957, the Holland-America Line placed ‘the 955- ~passenger 
Statendam in its North Atlantic service, and now has under construc- 
tion the 1,300-passenger Rotterdam. The Swedish- American Line 
placed its new 840-passenger Gripsholm in transatlantic service in 
1957, and the French Line has announced the keel laying of its 31-knot, 

9,000-passenger France, which is in the United States class. 

During the course of his testimony, Mr. Clarence Morse, Chairman 
of the Federal Maritime Board and Maritime Administrator, will also 
comment on the need for replacing the America, the actions taken by 
the Board in this respect, and the advisability of making an award on 
the basis of existing bids hitherto made by the United States ship- 
builders. 

The Department indicated its strong support of the desirability of 
replacing the America by including a request for funds for such a pur- 
pose in the 1958 budget which was submitted to the Congress. It con- 
tinues to have an equivalently strong opinion as to the desirability of 
this action. It believes, however, that the replacement vessel oo 
be constructed under the provisions of the Merchant Marine Act, 193 
as amended, and in accordance with the budgetary policy of the slintin: 
istration. This policy, which has been in ‘effect since 1954, calls for 
private financing of the purchaser’s portion of the cost, with Govern- 
ment aid as to that portion limited to Government insurance of the pri- 
vate loan and mortgage under title XI of the Merchant Marine Act, 
1936, as er One purpose of this policy is to effect a reduction 
in the amount of appropri itions necessary to c arry out the merchant 
marine program. Another is to place the financing of merchant-ship 
construction in priv: ae inds. 

In this connection, I should like to point out that the ship-mort- 
gage-insurance program under title XI of the act has operated very 
successfully. As of September 1957, the total amount outst: nding 
on insured construction and conversion loans, as distinguished from 
mortgage loans, was approximately $109 million. When the ships 
are completed, these loans will be replaced by insured mortgage 
loans. This amount, when added to the insured mortgage loans 
already in effect, will result in tots al mortgage loans insured under 
title XI of about $133, sc dased upon the expanded activity 
anticipated in this field, it is expected that by the end of the fiscal 
year 1959 insured ship sia under this title will exceed $600 million. 

The Department also does not favor sale of the replacement vessel 
to the United States Lines Co. at a fixed price of $47 million. The 
Merchant Marine Act, 19: Be, as amended, now provides for subsidiz- 
ing the construction of vessels for operation on the essential foreign 
trade routes of the U nited States in an amount not exceeding 50 per- 
cent of the domestic construction cost of the vessel and provides for 
the full payment by the United States of the cost of national defense 
features incorporated in the vessel. The Department of Defense 
examines and passes upon the suitability of new vessels for use in 
national defense. The specified sales price of $47 million could be 
less than the portion of the cost of the vessel which should be borne 
by the purchaser under these provisions of the act. It would be 
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unfortunate under such circumstances to set a precedent for a speci- 
fied statutory determination in lieu of the administrative determina- 
tion and computation of the construction differential subsidy and 
the cost of national-defense features as provided in the 1936 act. 

The Department also does not believe that the replacement vessel 
should be equipped with nuclear propulsion, as provided by one of 
the bills (H. R. 9654). The nuclear-powered nuclear ship Savannah 
will be svailebie in 1960, and the information obtained from the 
operation of this vessel should be evaluated in determining the eco- 
nomic competitiveness of present nuclear-propulsion plants against 
those of conventional power. Also, there is great likelihood that 
nuclear research and experiment will make a currently constructed 
powerplant obsolete before the end of the useful life of the vessel. 

For the reasons which I have stated, the Department recommends 
that the bills authorizing the construction of a replacement vessel 
for the America be amended so as to provide for the construction 
of such vessel under the private financing provisions of section 504 
of the 1936 act, with payments for construction-differential subsidy 
and national-defense features as provided in that act. 

Fhe reports which have been submitted to your committee on H. R. 
9342 and H. R. 9654 suggest the amendments necessary to carry out 
this recommendation. 

I think I should point out that these reports stated that, although 
the Bureau of the Budget believes that it would be desirable to have 
a replacement for the America built at the appropriate time under 
the wholly adequate provisions of existing law, it did not object in 
this particular case to special authorizing legislation which incor- 
porates provisions of the Merchant Marine Act, 1956, as amended, 
relating to payment of a construction-differential subsidy and pro- 
viding for private financing. The Bureau also stated enactment of 
such legislation should not be construed as conferr ing a priority for 
appropr iations without regard to other scheduled ship construction. 

Concerning the bills which would authorize construction and sale 
to American ‘President Lines, Ltd., of a passenger vessel for operation 
in the Pacific Ocean, the budget for the fiscal year 1959 includes 
$132 million for the ship-replacement program. Part of this amonnt 
will be used to cover the Government share, payment of construction- 
differential subsidy and national-defense features, of the cost of 
construction of such a vessel by American President Lines Ltd. 
Preliminary plans call for a 26-knot liner about 900 feet long, ac- 
commodations for 1,460 passengers, and gross tonnage of about 45,000. 
The total estimated domestic cost, including escalation, changes, 
owner’s items, et cetera, but without national-defense features, is 
approximately $76 million. In the Department's budget estimates for 
1959, which are now before the Appropriations Committees, provision 
has been made for $34 million as the Government’s share of the cost 
of the vessel. Mr. Morse will comment on the plans in greater detail 
in his testimony. 

In view of this, the Department feels that satisfactory progress is 
being made toward the construction of a vessel similar to that proposed 
by these bills. If your committee gives favorable considera ition to 
H. R. 9432 and the other bills, they should be amended so as to provide 
for construction of the vessel by American President Lines, Ltd., under 
the private financing provisions of section 504 of the Merchant Marine 
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Act, 1936, as amended, with payments for construction-differential 
subsidy and national-defense features. The Department is submitting 
a report on the bills which will suggest amendments necessary to 
accomplish this. 

Mr. Morse and I are both here, Mr. Chairman, and we would be 
glad to answer any questions which the committee may have. 

The Cuatrman. Mr. Rothschild, the United States Lines, it is 
amie accepted, is the only operator that can operate a ship of 
this type. That is generally understood, is it? 

Mr. Roruscuip. | would think that they would have first call in 
the field; yes, sir. 

The Cuarrman. However, they are the only ones interested in this 
type of an operation. 

Mr. Roruscuitp., They are the only ones who have gone as far as 
they have. 1 do not believe the fie ‘ld has been totally explored, Mr. 
Chairman. 

The Cnarmman. They have come before the committee and made a 
firm statement that $47 million is the maximum amount they can 
invest in the vessel. They have substantiated that with the record 
of the existing ship, the percentage of earning on it. Then we have 
here this morning practically established a $5 million difference. Did 
you read the statement of Admiral Wilson, which I sent you by special] 
messenger ¢ 

Mr. Rornuscuinp. | did, sir 

The Cuairnman. With his testimony and these facts we have before 
us, What is the solution ? 

Mr. Roruscuitp. Mr. Chairman, Mr. Morse, in his testimony, will 
indicate to you and your committee some differences of opinion that 
we have regarding the figures which were put into the testimony by 
Ge ne al Franklin, and may I say that I have only the highest regard 
for General Franklin and his associates and the company. 

The Carman. I am sure of that. 

Mr. Roruscnitp. There are, however, generally two or more ways 
of looking at any problem. 

As I recall General Franklin’s testimony, his percentage of earn- 
ings has been applied in nearly all cases, perhaps all cases, to the 
whole cost of the vessel. 

In our calculations you will find that we have applied our calcula- 
tions, as we think the law indicates, to the investment of the United 
States Lines in the vessel at any rae time, and the recapture 
provisions, you will recall, Mr. Chairman, are all based on capital 
necessarily employed. 

In calculations of that kind, we do not consider, nor do I think any 
one else does, the use of borrowed money as capital necessarily em 
ploved by an operator. 

To continue a bit further, I consider this testimony on the part of 
the United States Lines to be in the nature of a normal commercial 
transaction, and I spent quite a few years in business before I came 
into the Government, and I can re ‘all no instance in my experience 
when a purchaser, and that is, in this case, represented by the United 
States Lines, made his first bid his final bid. 

The CHarrman. So, you think there is room for negotiation on 
both sides? 

Mr. Roruscuirp. Yes, sir; I do. 
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The CHatrMan. Because you have not gone to the maximum of 
the provisions in the 1936 act as of yet ? 

Mr. Roruscuixp. If you, by that statement, have reference to the 
50-percent allowable, that is correct, Mr. Chairman. 

The Cuatrman. I want to ask you this: As between dry-cargo 
vessels and special-type ships of this class, should or should not this 
vessel be given consideration ? 

Mr. Rorascuinp. Special consideration to a passenger vessel, do 
you mean ¢ 

The CuarrmMan. Yes, sir. 

Mr. Rotuscuim. I think that is automatic in the calculations of the 
Board, Mr. Chairman. There is, as I recall, it, a larger percentage 
differential in cost between foreign and domestic costs involved in a 
passenger vessel than there is in a dry-cargo vessel. 

The CHarrman. On ~ 3 of your testimony, you speak of the 
budget for 1956 including $95 million for ship construction. 

Mr. Roruscuiip. Yes, .. 

The Cuarrman. Is it not fair to say that, when the Appropria- 
tions Committee called you and the Secretary before it, you did not 
hold out for this amount of money ? 

Mr. Roruscuivp. I think we defended that amount quite vigorously, 
Mr. Chairman, before the House Appropriations Committee, and it 
was clearly evident during the hearing that we were not getting 
symp vathetic reaction. 

The Cuarrman.That is your statement. 

Mr. Roruscuitp. Yes, sir. 

The Cuarrman. You held out for it / 

Mr. Roruscuiwo. We certainly did, sir, before the House. 

The CHarrman. I just wanted to get the other side. I had heard 
differently. I just wanted to get your statement on that. Did you 
hold out for it when you we nt to the Senate? 

Mr. Roruscuitp. No, sir; we did not appeal this item to the Senate 
and the reason we did not was because of the atmosphere that we had 
found in the House. The subcommittee which heard our appropria- 
tions request was most unhappy at the fact that we had carried over 
from previous appropriations and had uncommitted some $90 million 
shipbuilding funds and they thought that there was no necessity or 
reason to add to that amount at that time. 

The Cratmman. The Board has never reached the maximum per- 
centage in the construction cost that is allowed in the act? 

Mr. Roriuscutitp. I belive not, sir. 

The Cuarrman. The highest that you have ever gone is what figure? 

Mr. Morse. The highest in recent years—recent months, as a matter 
of fact—has been 45 percent. That is for a cargo ship only, though, 
Mr. Bonner. 

The Cuarmman. That was a cargo ship. The highest you have ever 
gone in the passenger ship is what percentage 4 

Mr. Morse. On the Moore-McCormack and the Grace ships, as I 
recall, they were in the neighborhood of 42 or 43 percent but those 
rates were computed a year and a half or 2 years ago. 


The Cuamman. On strictly passenger vessels. 
Viv. Morsr. Thode wes re e passenge vessels. 
The Cirsteman. You are correct. So the highest you have gone is 


42 percent ? 
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Mr. Morse. Yes, sir. Our tentative thinking at the present time is 
in the area of 47 percent on the America replacement. 

The CHairMan. Forty-seven percent is the cost on the replacement. 
The differential in what was diene on it would be about 2 percent, 
would it? You would escalate it up just about 2 percent on this 
ship? You would raise it about 2 percent above the maximum you 
were heretofore allowed ¢ 

Mr. Morse. Yes, sir. 

The CuarrMan. That would be how much in dollars and cents on 
the estimated cost of this ship ? 

Mr. Morse. It depends on what base we start with, whether we are 
talking about 2814-knot ship or whether we are talking about a 
30.7-knot ship. 

Mr. Roruscuimp. Based on a 30.7-knot ship, Mr. Chairman, the 
national defense features including escalation would be about $22.5 
million and the Government subsidy wouid be about $50 million. 

The CuatmrMan. It would be $50 million ? 

Mr. Roruscnip. About that; yes, sir. 

The Cuamman. What would be the defense features ? 

Mr. Roruscuitp. $22.5 million. 

The Cuamman. Would it be fair to say, then, that that is pretty 
close to the figure that the United States Lines says they can put 
in this ship ¢ 

Mr. Roruscuinp. Based on a whole cost of $128 million, Mr. Chair- 
man, that would leave the United States Lines’ share at $55.7 million. 

Mr. Morse. That is on a 30.7-knot ship. 

Mr. Roruscuimp. That is right. That is what I said. 

The CHamman. You propose not to take into consideration the 
difference between the normal ship speed required for the trade and 
the ship that the armed services desires? You are going to charge 
that difference in speed to the operator ? 

Mr. Roruscnitp. No, sir. May I explain that for a moment, Mr. 
Chairman ¢ 

The Cuairman. Am I clear, Mr. Morse? 

Mr. Morse. Quite clear, but the answer is “No” to your statement. 
lt requires explanation. 

The Cuarrman. All right. 

Mr. Roruscuitp. The proposal of the United States Lines con- 
templates that national defense features, of which speed is the largest 
and most important factor, shall be based on 2814 knots, which is 
the speed of the Queen Elizabeth. 

The administration’s position is that that is an unrealistic figure 
as of now because the United States has been operating over its life 
at. 30.7 knots. 

Mr. Chairman, we have the feeling that the operator would not 
have operated at that speed unless there had been some commercial 
reason for so doing. 

The differential, therefore, as to the amount of money which would 
be considered national defense features varies with what one would 
consider the commercial speed of the ship. 

We are considering it for the purpose of this present discussion 
to be 30.7 knots 
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The Cuarrman. Your figures, then, are $56.9 million for the opera- 
tor; is that right ? 

Mr. Roruscurtp. $55.7 million. 

The Cuarrman. They say the maximum they can put in the ship 
is $47 million. 

Mr. Roruscuiup. Yes, sir. 

The Cuarrman. Is there a possibility of adjusting that between 
Maritime and the United States Lines? 

Mr. Morse. This question of speed ? 

The Cuarrman. This little matter of $8.7 million. 

Mr. Morse. No, for two reasons. I think that a 47 percent con- 
struction subsidy rate is a very reasonable rate under today’s condi- 
tions, so that we get back to the fundamental question of the com- 
mercial equiv: alent. 

The operator has been operating this ship at 30.7 knots ever since 
its being put into operation. 

[ think I would have been criticized at this committee level and 
I know I would have been criticized at the General Accounting Office 
level had I said that the replacement of the America, the commercial 
equivalent would be 2814 knots. 

We have asked on an informal basis of GAO whether they would 
have gone along with 2814 knots as a commercial ship and they said 
“No,” they would not. 

Therefore, under the law, under that informal view of GAO, we have 
no alternative but to refuse to approve 2814 knots as a commercial 
equivalent. 

The Cuartrman. In the light of the strong statement that was made 
by Admiral Wilson, representing the National Defense, would you 
think that this committee should not give serious weight to it and 
pass out some legislation that would make the creation of this ship 
possible ? 

Mr. Roruscuitp. It is my view, Mr. Chairman, that this committee 
should pay proper attention and give considerable weight to all the 
testimony that has come before it, including Admiral Wilson’s testi- 
mony. 

The question of whether or not this differential in price can be re- 
solved could be helped a good deal, it seems to me, if this committee 
were to specify what the national defense allowances or what the na- 
tional defense features should be for this one vessel. 

The reason for that is that this vessel costs so much more money 
than any other one with which we are dealing that there might be rea- 
son for special consideration on national defense features. 

The Cruarrman. I am glad to hear you say that, Mr. Secretary, be- 
cause this committee did not go into this matter of its own volition. 

Mr. Roruscnimp. No, sir; I realize that. 

The Cuarrman. It was brought to the attention of the committee 
that this was a serious matter and that this ship was greatly needed, 
and it appeared that the ship could not be constructed under the 1936 
act. Now the question is whether the Congress, whether the American 
people, want this ship. Certainly the testimony that has been given 
before the committee indicates a serious situation unless we do have 
this ship, so that this committee wants more than your opposition. We 
want some advice from you. 
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Mr. Roruscuinp. Surely, Mr. Chairman, we indicated the Admin- 
istration’s strong support of the idea of a replacement when we in- 
cluded funds in the 1958 budget, which would have made it possible 
to build that ship. 

The Cuarrman. Why did you not do it this year? 

Mr. Roruscuixp. Sir, it is a very practical consideration. The fact 
that there is $160 million for ship construction in the 1959 budget did 
not come about without a good deal of effort. 

The Cuatrman. And that is due to the lack of money having been 
placed in the budgets heretofore during the past 5 years, is it not ? 

Mr. Roruscuixp. I believe not, sir. 

The Carman. It is because of that that this obsolescence blockade 
has been created. I want to be fair, Mr. Rothschild. 

Mr. Roruscuirp. I think you will find that there has been more ship- 
building money available to the maritime in the last few years than 
any other time dur ing the peacetime history of the country. 

The Cuarrman, er it 4 years or 2 years? 

Mr. Roruscuimp. I do not have those figures in my mind, but we 
could develop them for you, sir, and make them part of the record if 
you so desire. 

The Cuatrman. Mr. Morse knows what the figures have been over 
the last 5 years, we will say. 

Mr. Morse. We have approximately 120 to 130 million dollars car- 
ryover from previous years’ appropriations. As I recall, that is from 
fiscal years 1956 and 1957 money. 

The CuarrmMan. The last 3 years. We are not here to argue about 
thisthing. Weare here to find some solution to this problem. 

Mr. Rorusciuiip. That is our view, too, Mr. Chairman. 

The Cuarmman. With respect to this interest business, that is a big 
item inthiscase. You have the authority to go either way. 

Mr. Roruscuinp. Yes, sir. 

The Cuarrman. I know you are not going to be stubborn and hold 
to just one way without giving weight to the testimony that has been 
presented to this committee that it is practically impossible to finance 
the ship your way; and it has been stated here that it will not cost the 
Government any money. 

Mr. Roruscuitp. I do not believe we quite agree with the state- 
ment that it is impossible, Mr. Chairman. 

The Cuamman. You do not agree that it is impossible? 

Mr. Roruscuip. No, sir. 

The Cuarrman. However, that will make the cost a good deal more 
than this differential of $8,700,000. How much will that shoot it up? 

Mr. Roruscnitp. Mr. Morse, I think, has some detailed figures on 
that in his statement, but we do think that the representations of the 
United States Lines have been on the high side, particularly in view 
of the fact that the money market is softening, has softened in the last 
few weeks, and, if I read the general’s statement correctly, he indicated 
that there was three-quarters of 1 percent for a mortgage insurance 
fee, whereas in fact the fee is one-half of 1 percent. 

I believe that in the statement that was given by American Presi- 
dent Lines they indicated there would not be a significant difference 
in money costs between the provisions of one part of the act and the 
provisions of title XI. 
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The Cuatrman, Mr. Allen? 

Mr. Auten. Thank you, Mr. Chairman. 

Mr. Rothschild, in your statement, on page 6 or page 5, you spear 
about the Bureau of the Budget being in favor of this ship at an ap- 
propriate time. What determines what is the appropriate time in the 
view of the budget / 

Mr. Roruscuiwp. I am not sure that I can answer that, but my own 
view would be, Mr. Allen, that the appropriate time would be when 
the Congress made such a decision. 

Mr. Auten. Is that money wise or saying that the ship should be 
built, or just what kind of a decision ? 

Mr. Roruscump. The Bureau says, as I read their statement, that 
they are in favor of the building of the ship and the last part of ‘their 
statement which I quoted, whic hs says that “such legislation should not 
be construed as conferring a prior ity for appropriations” to me says 
that this should not be the only ship building we should consider, that 
the regular appropriation of $160 million should not be affected by 
this. That is the way I interpret that. 

Mr. Atten. There would be nothing in this statement that indicates 
that the ship should not be built right away ? 

Mr. Roruscnuiwp. There is nothing in this statement at all that in- 
dicates anything but support for the building of a replacement. 

Mr. Auten. One other thing on which I would like your judgment 
is this: There was a proposal that the Congress enact a bill fixing a 
price to the United States Lines. Does the pendency of that legisla- 
tion stop any other negotiations until we decide which way we are 
going ¢ 

Mr. Roruscuip. I would think so. 

Mr. Auten. Then what it amounts to is that, until this committee 
either passes the bill or passes a substitute, you are sort of out of busi- 
ness in negotiations ? 

Mr. Roruscuiip. Pretty much, yes, sir. 

Mr. Auten. Getting at the question of speed, I know that you set 
forth the speed of the French Line ship at 30 knots, but none of the 

others are mentioned. Do you know what the foreigners are building 
by way of speed ? 

Mr. Roruscuixp. I am told that that should be 31 knots in the case 
of that ship instead of 30, and that the statement is incorrect at that 
point. I think we do have some information on the others. 

The Cuatrrman. Mr. Reporter, I would like to have it noted in the 
record that the gentleman from California, Mr. Shelley, is present. 
He is a very distinguished former member of this committee and 
greatly interested in the subject we are discussing. 

Mr. Suetiey. Thank you, Mr. Chairinan. 

Mr. Morse. The only foreign ship on which we had the speed is 
this French ship of 31 knots. We will supply, during the tees ak 
the speed of the most rec ently built foreign ships in the transatlantic 
trade, but they are not comparable to the America replacement that 
we are talking about. They are slower ships. 

The CuatrrMan. When you got that information, you did not hap- 
pen to get any information about where France is going to get the 
money to build this ship, did you ? 

Mr. Morse. No, s 
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‘The Cuarreman. Do you happen to know? 

Mr. Morse. No, I do not know, sir. 

Mr. Drncetx. Will the chairman yield to me along those lines 4 

The Cuatrman. I do not want to interrupt Mr. Allen. 

Mr. Auten. I would like to get this speed business cleared up. 

When you state that the French line ship will be built at 31 knots, 
is that the cruising speed that will be used or is that the fastest speed 
the ship could travel with the expectation that it would travel at a 
lesser speed ¢ 

Mr. Morse. It is my understanding that that is the designed service 
speed. At what speed they will operate it I would not know. I would 
assume that it would depend on whether they go into Cherbourg or 
Le Havre. The — would turn on which of those ports they 
used as to whether they used the 2814-knot speed or the 31-knot speed. 

Mr. Auten. Do you know what ships held the blue ribbon before 
the Queens? 

Mr. Rornuscuitp. The Mauretania at one time, I believe, Mr. Allen. 

Mr. ALLEN. What was the speed of the Mauretania? 

Mr. Morse. Let us supply it for the record for the last 50 years. 
I think we can get it and have it this afternoon. 

Mr. ALLEN. When you consider the record of the past 50 years, 
does the trans-Atlantic trade involve a fixed speed, or is it a ‘speed 
that over the years has increased regularly with every improvement 
in ship propulsion ¢ 

Mr. Morse. It involves two factors. One is the turn-around time 
that they require for the operation, and the second is sort of a blue- 
ribbon factor, a prestige factor. 

Mr. Roruscuiip. Generally speaking, your statement is correct, that 
the speeds have increased over a long period of years, beginning with 
the first introduction of steam vessels. 

Mr. Auten. Would that indicate that the speed at which the 
Queens were designed continues to be the commercial speed across the 
Atlantic, or is that subject to change without notice, too ¢ 

Mr. Roruscuip. It would be my guess that any ships designed to 
replace the Queens would be designed for higher speed than the 
Queens. 

Mr. Auten. Would that, then, become sort of a standard com- 
mercial speed ? 

Mr. Roruscuitp. It would certainly be a competitive factor. 

Mr. Auten. Thank you, Mr. Chairman. 

The Cuarrman. Mr. Rothschild, the statement that you made that 
all negotiations for replacement construction were stymied or stopped 
due to this legislation gives me great concern. I had no idea at the 
time this legislation was introduced that any such condition would 
arise. J am very disappointed to hear you say that, because we are 
dealing here w ith something that is special. We are not dealing 
with normal replacement of the American- flag ships. I doubt 
whether there will be any other legislation similar to. this. I 
seriously doubt that. Iam very disappointed. 

Mr. Boykin? 

Mr. Boyxrn. I am glad to have Mr. Rothschild up here because 
he has such an understanding heart and such a brilliant brain and he 
gives us good ideas. He always cooperates with us. 
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I, too, Mr. Chairman, am sorry we have not gone on and built this 
ship a long time ago. Maybe if we could have all gotten together 
we could have found a w ay to run it. I believe we can do it now. 

I would like to ask Mr. Rothschild if he were in the chairman’s 
chair here what he would suggest to this committee. We are very 
anxious to do something and to do the right thing. I think we 
ought to have this ship faster than that beautiful ship which is the 
best in the world because, as you just said, I think they are going to 
build faster ships as we go along and we certainly want to have the 
very best that can possibly be built. 

I think that Mr. Blewett who just spoke gave us some fine informa- 
tion. I think he certainly knows a lot about the subject and I am 
going to talk to him a little bit when we leave here, but I was 
so anxious to hear you. 

What would you suggest that Mr. Bonner do about this? 

The CuatrmMan. Do not place the responsibility on me but on the 
committee. 

Mr. Boyxtn. Well, the committee then. I think we ought to do 
something and I think we ey to hurry it. I think we should have 
done it a long time ago. I do not think we ought to put it off any 
longer and I think we are all in the same boat. 

What would you and Mr. Morse and the Commission suggest, Mr. 
Secretary, that this committee do? 

Mr. Roruscuitp. Before I answer that question, Mr. Boykin, I 
would like to point out that the United States and a sister ship of 
the United States, if built to the same specifications, has the capabil- 
ity of conside1 ‘ably greater speed than the speed at which it is cur- 
rently being operated, so that the chance of any other nation building 
a ship or ships which would cause discomfort in the matter of speed 
is very remote. Beyond that, I suggested a few moments ago that I 
thought there were two ways in which the committee might make it 
possible for the Maritime Administration, within the limits of the 
1936 act, to make it possible to get this vessel built. One would be 
to specify in dollars the amount of the national defense allowances. 
The other would be to specify by item those features of the ship 
which could be considered for national defense allowances. 

Mr. Boyrxrn. Both ways. 

Mr. Roruscuitp. It would not be necessary to do it both ways, I 
do not believe, but maybe it would. 

Mr. Boyxrn. Maybe we could try it out both ways and see which 
would be the better. 

The Cuatrman. Mr. Rothschild, that is the responsibility of the 
Maritime Administration. This committee is not going to accept the 
responsibility of doing the figuring. 

Mr. Roruscniwp. Lamsorry. I did not hear you. 

The Cuatrman. I say what you suggested is the responsibility of 
the Maritime Administration. 

Mr. Roruscuip. I did not suggest that the figuring should be done 
by the committee, but I do think that we could furnish you with 
enough information so that you could consider either of those 
possibilities. 

The CHatrman. What you are here for today is to give us the 
information. 
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Mr. Morse. May I suggest, Mr. Bonner, that if legislation was ad- 
opted which says ‘that the commercial ship i is 2814 knots, we have no 
problem. That is our problem, because we annot accept 2814 knots 
as the commercial equivalent in view of the informal views we have 
obtained from the General Accounting Office and in view of the past 
operating expense of the steamship U Inited States 

Mr. Boykin. What would you suggest, then, that we do about that? 

Mr. Morse. Enact legislation saying that either as to this specific 
ship there be a deviation from the 1936 act or specifically that 2814 
knots is the commercial ship for this purpose. 

Mr. Boykin. Mr. Morse, just think how things have changed since 
1936. I think we ought to have a change and I think we ought to 
bring it up to date, do you not? I was here in 1936 sitting on this 
committee at the time we did that. I got off the committee and got 
back on again. I think we ought to do something now, something 
definite and something new, and up to date, and I believe we can do it. 

I think you have a great group down there. Your assistant down 
there, your Commissioner, Ben Guill, and I talked about an hour 
or two the other day about this, and, Mr. Rothschild, I think we 
ought to do something. 

The CuHamrman. Who set this 28-knot commercial speed? It was 
not set by legislation, was it ? 

Mr. Morse. No, sir. 

The Cnarrman. Is it binding on you? 

Mr. Morse. We consider that 30.7 is binding on us. 

Mr. Boykin. Let us unbind him, Mr. Chairman. 

I think that is all he wants, is it not ? 

Mr. Morse. Yes. 

The Cuarrman. But there has been no legislation to set the figure 
that we are discussing ¢ 

Mr. Morse. No, sir. 

The Cuamman. That is still in the administrative province. 

Mr. Roruscuirp. As constrained by the GAO. 

The CuHarrman. What brings on the informal advice from GAO? 

Mr. Morse. I requested it. 

The Cuamman. Then where do they get their determination ? 

Mr. Morse. I cannot express their thinking, but presumably from 
the fact that the steamship United States, for the last 5 years, has 
been operating at an average speed of 30.7 knots. 

The CHarrman. And that is not a commercial speed ? 

Mr. Morse. I would say that that is a determination that 30.7 is 
the commercial speed. 

The Cuatrrman. What do they say about that? 

Mr. Morse. I have a memorandum on that, sir. Without looking 
up the memorandum, they say informally that 30.7 would be the 
minimum commercial speed, and, depending upon how the ship is 
operated in conjunction with the "steamship United States, their 
thinking might be higher than 30.7 as the commercial speed. 

7 he C HAIRMAN. Did you finish, Mr. Boykin ? 

Mr. Boykin. I think I finished. 

I would like to just let Mr. Rothschild state whether he has any 
suggestion as to what we should do that would help him and Mr. 
Morse and the other Commissioners down there to do what they want 
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to do, because we have lost so much valuable time that it has cost 
this country so much money and I believe all the people now want 
to do whatever is the proper thing to do to get some results and get 
some good ships. I think we have lost a lot of time by not having 
this meeting a couple of years ago. 

Mr. Auten. Would you yield for a question ¢ 

Mr. Boykin. Yes, I certainly will, Mr. Allen. 

Mr. Auten. If the Congress would determine that 2814 knots was 
the commercial speed, would that then make the commercial vessel 
in effect a twin-screw vessel to be compared with the vessel that would 
be built and in effect make it an adjustment that would come out 
about $47 million in cost to the United States / 

Mr. Morse Yes. Our estimate of the commercial vessel of 2814 
knots and without fins is $44,900,000 as the owner’s cost. 

Mr. Auten. Thank you, Mr. Boykin. 

Mr. Boyxrn. That is all, Mr. Chairman. 

Mr. Morse. In other words, with fins it would be in the neighbor- 
hood of $46 million or a fraction more. 

The Cuarman. Mrs. Sullivan? 

Mrs. Sutuivan. Mr. Chairman, may I get off of that subject for a 
moment and try to develop some figures of the actual need for pas- 
senger vessels? 

I understand that about 90 percent of the passenger business is made 
up of American citizens, and what I would like to know is what we can 
do to get more American passengers on our American ships instead of 
foreign ships. Can you tell me, Mr. Morse or Mr. Secretary, what the 
passenger ship accommodations in all passenger travel was in United 
States and foreign ships back before World War II, say in 1938, 1939, 
and 1940? 

Mr. Roruscuip. I am sure we can supply that for you, Mrs. Sulli- 
van, but to answer the first part of your question, the best way to get 
more Americans to travel in American bottoms is to have more ships 
with more capacity. 

Mrs. Suuiivan. The thing that I would like to bring out, Mr. Chair- 
man, is this: that the ficures that I was able to get show that back 
around 1938 the United States passenger ships were carrying about 31 
percent of the passengers and in 1957 they were carrying about 31 
percent, but in about 1954 and 1955 we were around 40 per cent, So that, 
instead of carrying more, we are carrying less passengers today than 
we did a few years back in United States ships. 

Mr. Roruscuip. I must not have heard your figures then, Mrs. 
Sullivan. Did you say that lately we are carrying 40 percent ? 

Mrs. Sunuivan. I said that in 1938, before the war, we were carrying 
about 31 percent. 

Mr. Roruscuup. Of the total crossings ? 

Mrs. Sunxivan. Of the total number of passengers traveling to any 
port. 

In 1957, last year, it was 31 percent, but it had gone up in 1954 and 
1955 to about 40 percent and 41 percent, so that it went up and now we 
are down again. 

Mr. Roruscuiwp. Based on some figures I have seen where the 
United States has been running at almost 100 percent capacity ever 
since it went into service, it would not seem possible that. we could add 
many more with that vessel. 
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The America has a very much smaller carrying capacity than the 
United States. If the replacement for the America were a ship of 
the size equivalent to the United States, then we would have additional 
capacity and that should pick up our percentage participation. 

Mrs. Suuiivan. My thought behind this was that, since most of the 
passengers are American, we should have a gre: ter participation of 
carrying the passengers in American flag ships. 

Mr. Roruscp. I am sure that would be desirable. 

Mrs. Suttivan. Why has it not been done? Is it not profitable to 
the commercial owners ? 

Mr. Roruscuiup. If you sell out all the space you have, Mrs. Sulli- 
van, it is just not possible to carry any more people than you have 
space for. 

Mrs. Sutiivan. However, they have not been building enough addi- 
tional ships in order for the American ships to carry more of the 
passengers. 

Mr. Roruscuip. I would think the representatives of the United 
States Lines could answer that particular question perhaps better 
than we could. 

Mrs. Suntan. Then the thought behind that was that, if the 
commercial owners of the ships do not do more to build the ships, 
is that a problem or is that a responsibility of the Maritime Ad- 
ministration ¢ 

Mr. Rornuscnivp. All of the subsidized operators operate under 
contract with the Government and those contracts provide for the 
operation of so many ships and so many sailings and certain types 
of ships, and so so, all within the limits of the money possibilities 
both from the operator’s point of view and from the Government’s 
point of viev 

This is an involved procedure that you have opened up. 

Mrs. Sutiivan. I know it is involved, but my thought was that, 
instead of increasing our passenger accommodations, the United 
States seems to be decreasing and foreign ships are taking over. 

I just wanted to know if you felt that it was a problem of the 
Maritime Administration to see that something is done to get us more 
American business. 

Mr. Roruscurtp. In my statement I indicated that several foreign 
nations have added new passenger accommodations on the North 
Atlantic run, and that may be a factor, too. 

Mrs. Sunrivan. And they will be taking more away from us. 

Mr. Roruscnitp. We look pretty good up tonow Lam told. There 
have been instances where the United States has run full and its com- 
peting ships have been running very much less than full in quite a 
few instances. 

The CratrmMan. Will you yield? 

Mrs. Sutzivan. Yes. 

The CHarmMan. In answer to your question, it is the responsibility 
of the Department of Commerce and the Maritime Administration 
to promote the carrying of our proportionate share of ocean traffic. 

Mrs. Suttrvan. It was my idea, also, Mr. Chairman, and I felt that 
something ought to be done. 

The CHatrman. It is their responsibility as well as that of the 
private operator to promote it. 

It is now 12:30. The committee is going to sit this afternoon. 
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We will begin with Mr. Mailliard this afternoon and then Mr. 
Miller. 
We stand adjourned until 2:30. 
The witnesses now testifying will return at 2 :3 
(Whereupon, at 12:30 p. m., a recess was taken until 2:30 p. m., 
this same day.) 
AFTERNOON SESSION 


The committee reconvened at 2:30 p. m., upon the expiration of 
the rec ess. 

The Cuamman. The committee will come to order. 

We will continue with the Under Secretary and Mr. Morse. 


STATEMENTS OF LOUIS S. ROTHSCHILD, UNDER SECRETARY OF 
COMMERCE FOR TRANSPORTATION, AND CLARENCE G. MORSE, 
CHAIRMAN, FEDERAL MARITIME BOARD—Resumed 


Mr. Mrruer. Mr. Secretary, I have sat here listening to this ques- 
tion which has been quite enlightening, but I have some thoughts, 
and I would like to see if you can resolve them for me. 

One is that I think there is a great difference between luxury pas- 
senger ships such as we are discussiong in this case, and w hich are 
entirely essential—I do not mean luxury in the sense that ships are 
superficial, have defense features a that sort of thing, but there is 
a great deal of difference in the approach to that and the approach 
we make to styleized ships such as tankers, cargo ships. 

Do these not pose special problems ? 

Mr. Roruscnuitp. I would think, Mr. Miller, that their existence 
and their influence would be known to a great many more people than 
would cargo ships and tankers; people, after all, think in terms of 
passenger accommodations more often than they do in terms of the 
other kind of ships except of course, those people who are in the 
shipping business. 

Mr. Mrurer. That may be true. The average person who is not 
familiar with the sea may visualize a passenger ship and a luxury 
passenger ships that is well advertised through all of the topflight 
advertising medium, just as some person who is not too knowledgeable 
about transportation might look upon the Superchief or some crack 
train as being a r: ailroad system, but you and I know that on the cost 
of the railroad system and its value to the country, we are discussing 
maybe the lowly freight car and the gondola the fellow who packs 
the freight pays most of the freight. 

In this case under the act, was not the act created more to take care 
of the workhorse of the merchant marine rather than these ships that 
are the showplaces of the merchant marine / 

Mr. Roruscutp. I do not know about that, Mr. Miller. All T can 
say is that it was passed in 1936. That is 22 years ago and conditions 
have changed materially in all lines in the intervening years. 

Mr. Miuirr. I think that is right. 

[ just wonder if they have not changed to the point where when we 
consider the replacement of these ships that we do not have to consider 

each is a sort of special problem and we cannot apply to them the same 
thinking and same rules that you would apply to the conventional 
type ship that is not designed primarily as a passenger ship. 
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Is there any basis for that statement? 

Mr. Roruscuiip. I would think, sir, that these ships or any other 
passenger ships can be built within the 1936 act with a little guidance 
from the Congress. 

Mr. Mitier. Of course, we reach that place now, which is going to 
come first, the chicken or the egg. 

We need guidance, but we look for guidance to the Maritime Ad- 
ministration and to the executive branch of government, do we not? 

You have to give us some recommendations. 

In other words, we are going to put the monkey right back on your 
back. 

Mr. Roruscuiip. We are hopeful that our testimony here today 
will provide some measure of guidance and it may be necessary that 
we do a little more work on this and come back and talk to you again. 

Mr. Miuier. Have you ever given any thought to ships of this 
character posing a special problem and because of their importance to 
this country along with being mediums of transportation that we 
have to give them a little consideration ? 

Mr. Rornuscuitp. Mr. Miller, I keep going back to the large fund 
amount always of the maritime picture. 

When the 1936 act was passed there was to all intents and purposes 
no American merchant marine. 

Today we have a very substantial one and one of which the Nation 
can well be, and is, proud. 

It is my adateel that this would not have happened had we not 
had a 1936 act and I would therefore be reluctant to do very much of 
anything which would carry with it any possibility that the great 
«ood which has come as a result of the 1936 act might be vitiated 
by some later modification of that act. 

Mr. Miuuer. I think that you and I are both in agreement that 
we want to preserve this American merchant marine. 

Now, I can remember after World War I our flag was again on 
the seas and we allowed it to be swept off the seas until around 1936, 
when this act was passed, it was practically nonexistent. 

Then the war came on that changed a lot of things before this act 
really had a chance to operate. 

Is it not true that we are now in the very first phase of replace- 
ments under the act and we talk about getting rid of block obso- 
lescence. Is it not this fleet that has made us great and has kept our 
flag flying and given us some prestige as a result of that act, but are 
we not just now putting this act to a real test ? 

Mr. Roruscuitp. We are just now achieving the full benefits which 
were established under that act. 

Mr. Miter. And if we want to go on with this thing and to main- 
tain those benefits, do you not think we have to take a look at this 
law every once in a while that is now 20 years old to make sure that 
as the developments take place, we rewrite and take another look at 
this ? 

Mr. Roruscuitp. Indeed we do. 

Mr. Miuer. For instance, I have learned a great deal about the 
speeds that we are talking about. Twenty-eight and a half knots 
in the Atlantic and 30.7—I believe those are the speeds. 

You certainly would not recommend those speeds in the Pacific, 
would you? 
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Mr. Roruscuitp. Speeds would vary according to trade routes and 
according to the way in which those trade routes are being served. 

For ex xample, when 281% knots was determined as the commercial] 
speed it was then done under the basis of that being the speed of the 
competition, which was then the Queens. 

Today, with the imminence of a French Line ship at 31 knots and 
the existence of the United States at 30.7 knots, we face a different 
picture on competition. 

Mr. Mititer. What about the Pacific? What was the speed estab- 
lished in the Pacific ? 

Mr. Roruscuitp. The ship proposed by American President Lines 
is a 26-knot ship and that is a higher speed than any presently exist- 
ing service transpacific. 

Mr. Miter. In the hearing so far, did we not establish that 23 knots 
is the speed that was the acceptable speed comparable to 28 knots in the 
Atlantic and the Pacific. 

Mr. Morse. No; but I think the American President Lines is propos- 
ing to build the 26-knot vessel. 

Mr. Mutter. It is proposing to build a 26-knot ship just like the 
United States Lines wants to build a 30-knot ship. But the pl: iteau 
from which you are speaking, you are accepting the 26 knots and 2814 
knots for the United States Line in the Atlantic, and then we talk 
about this added speed that was put on. 

Was not 23 knots the accepted speed ¢ 

Mr. Roruscuiip. We accepted 2814 knots in the Atlantic 514 years 
ago. Conditions have changed since the Nn. 

Mr. Mitier. So we go to another plateau, another place where we 
have to start measuring these things / 

Mr. Roruscuip, That is correct. 

Mr. aivhaae. Can you app ly the same reasoning when we say that 
we are going to make charges, certain charges, we refuse to accept 
certain conditi ions over this 281 > knots, you are going to make charges 
above that, some credit for the additional 30.7 ¢ 

Mr. Roruscuivp. That is Mr. Morse’s view and I concur in it, that 
he has no alternative but to accept 30.7 as of today. 

Mr. Mitier. Suppose the United States came in and said they 
wanted to rebuild, wanted to establish the new ships’ speed at 2814 
would you accept that proposition / 

Mr. Roruscuitp. You mean they actually wanted to operate the 
ship at 2814 knots? 

Mr, Mrier. Yes. 

Mr. Roruscuixp. I would lose a good deal of the great faith I now 
have in the management discretion of those people who are operating 
the United States Lines. 

Mr. Miniter. So would I; so would this Congress. But I think we 
do not want to penalize them, we do not want to penalize other people 
for keeping abreast of the times. 

In this financing, are we not going to put an extra burden on them 
for the things we want and we look upon as desirable? 

Mr. Roruscuiw. If you are asking, is it possible to amend the 1936 
act to make it feasible to build these ships, my answer to that would, 
of course, be “Yes, it is.” I think that e ground can be found which 


will not only be reasonable from the Government’s point of view, 
but will be acceptable to the operator. 
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Mr. Miuurr. I think that is true, we could amend the act. 

The Cuarrman. I wish you would enlarge on that a bit. That is 
what we are trying to find out. 

Mr. Roruscnitp. I would like to have a day or two more, Mr. 
Chairman, to do a little more work on this. I think we could come 
up with something some day next week which would be interesting 
to you. ’ 

The Cuarrman. I did not mean to interrupt you, Mr. Miller, but 
I am glad to hear the Secretary make the st: :tement he just made 
because we have had testimony here that the ship is absolutely neces- 
sary, just as necsessary to this Nation as the aircraft carrier that is 
being built, and many “other ships that are being built to support the 
national defense. 

Responsible testimony has been had from the high officials of the 
Pentagon that this ship is urgently necessary. So. Mr. Secretary, 
I am delighted to hear you make the statement that you have. 

Now, Mr. Miller, will you proceed ? 

Mr. Mirtrr. I would suggest this: I think, in my own thinking, and 
I commend it to the Secretary, that perhaps he come up and tell us 
whether it is not desirable in the case of these specialty ships—and 
these are specialty ships, they are designed for specific routes—you 
would not, I am sure, try to run the United States 30.7 knots across 
the Pacific. 

Mr. Roruscnuitp. There might at some time be reason to do that. 

Mr. Mitrer. Could you do it for the sustained time it takes to go 
across the Pacific? Could you put enough oil in here to keep her 
going at that speed for that length of time? 

Mr. Roruscuip. I would have to defer that to someone with greater 
knowledge of the technicalities. 

Mr. Mitier. How about the experts? 

Would it be feasible? Now, if she were being chased by a sub- 
marine, that is one thing. But would it be economically feasible? 

Mr. Morsz. It would be feasible, but it would not be economically 
feasible in a commercial operation. 

Mr. Miter. So this ship is designed to run along a certain route 
and her economic feasibility is based on that route, is that not true? 
Mr. Roruscuitp. We are talking about the United States now? 

Mr. Miter. I am talking about the United States now, or her sister 
ship. She is just built, and is only economically feasible on that 
route, is that mnght? 

Mr. Roruscuip. Certainly. 

Mr. Miter. So the ships going into the Pacific then pose a different 
picture. They are just as essential in my mind, but again, the thing 
[ want to point out is that in each one of these cases it takes a speci ial- 
ized ship, economically designed for a certain route. 

Mr. Roruscuip. This is true for every ship, whether it is cargo, 

tanker, or passenger vessel. 

Mr. Miter. It is true of tankers, you send any place in the world? 
It is true of cargo ships? 

Mr. Roruscuinp. Yes, to a certain extent, this is true of all kinds 
of ships. 

Mr. Minier. You do have flexibility and you use flexibility in some 
of our other ships? 
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Mr. Roruscuitp. For example, it takes a very different type of 
ship in the tanker field if it is designed to run around the Horn than 
if it is designed to run through the Suez Canal. 

Mr. Miter. I appreciate that, but you do not tie them as close. 
You can shift tankers to certain areas of the globe where you could 
not shift the United States or its sister ship ? 

Mr. Roruscuitp. That might be the one exception as of today. 

Mr. Mitter. When we get into nuclear power, we will be out of 
that ? 

Mr. Roruscnixtp. I hope they will be traveling across the Pacifie 
in a few years to warrant ships of that size in the Pacific. 

Mr. Mier. Now, another thing I would like to have you talk to 
is how about Government financing y of these ships ? 

Mr. Roruscuitp. Mr. Weeks testified that that route was not closed. 
That is our position. The Government financing route is not closed. 
However, as I pointed out in my testimony this morning—— 

The Cuamman. Did I understand you to say that the Secretary 
testified ? 

Mr. Roruscuinp. Yes, sir. 

The CHatrMan. Testified to what-—that the Government financing 
route was not closed; that is to say, was not completely out of our 
thinking? When was that? 

Mr. Roruscuixp, I think that is when the matter of mortgage in- 
surance was under consideration, Mr. Chairman. 

The CuarMaNn. He testified before this committee / 

Mr. Roruscnizwp. Yes, sir. 

Mr. Mitier. Well, | am very happy to hear that. I did not know 
that. I think it is very important, and I think it is somethmg we 
should do because, as I add up, after listening to all these figures, it 
is possible but we are requiring American businessmen to cut the 
cloth pretty fine to fit into this picture to build these ships without 
some assistance. 

I said in the beginning the first day of these hearings, and I would 
like you to give this some thought, too, in comparison, that in order 
to build up this country, in order to defend the West, we enacted 
years ago the reclamation laws and the irrigation laws. We go out 
and reclaim and irrigate land, and on the basis of the contribution 
tht that land makes to our economy, we lend the money for irriga- 
tion purposes tax free, and it has been a solid investment for the 
United States, for thisGovernment. It built the West. 

Now I think if we can do that in that case that we could take a look 
and at least consider the financing of merchant ships at no cost to the 
Government. I do not expect them to get their financing tax free, 

but at least the Government could afford to pass on to them the rates 
at which it can get money in an effort to get this program underway 
because we have had the conclusive evidence here as to the nec essity 
for these ships. And if that is going to speed them along, I think we 
are justified in giving some thought to it and we should ‘thoroughly 
examine that field, too. I wish you would give us your thinking on 
that another day. I would not ask you to pull it out here. 

Mr. Roruscuirp. I will be glad to give you my thought on that right 
now. The provision of the act as presently written provides for the 
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loan of money in cases where the Government puts up all of the financ- 
ing at 314 percent. 

General Franklin in his testimony recognized that that was an 
inequitable request at this time when the Government is paying more 
than that for money. 

Mr. Miter. You, yourself, said that it was softening this morning. 
So maybe we can get it at three and a half, 

Mr. Roruscui.p. If it is softening to that rate, perhaps we need not 
do ppecnes en it, but it has not as yet. There is asmall differential. 

General Franklin again, in his testimony offered on behalf of the 
United States Lines, offered to pay 314 percent or the going rate, which- 
ever is higher. The going rate is still higher than 31 4 percent and, in 
my judgment, neither the C ongress nor the administration should cor- 
sider the possibility of loaning any money at less interest than the 
Government is now paying for the money. 

Mr. Mitier. I agree with you there. I said that we pass on to them 
the Government’s position in order to get this money at a cheaper 
rate. Jam not asking you to adopt the theory that we adopted in the 
irrigation laws. I am just saying that we pass on the cost to the 
Government, which would be about 2 percent less than these people 
can get it in the open market. 

Mr. Roruscuiwp. I believe not, sir. There would always be a large 
and serious field of inequity involved here. 

In my statement this morning, I indicated that by 1959 there would 
be some $600 million worth of shipbuilding mortgages, all of which 
had been an anced under the provisions of title XI of the act and these 
represented investments by other companies operating under the same 
rules and regulations as these two which are currently under considera- 
tion. 

It seems to me it would be highly inequitable to provide any form 
of financing to 2 out of the 13 or 14 companies that would be sub- 
stantially more favorable than that already engaged in by those 
people who have made their investments. 

Mr. Mitier. Where special conditions exist, as they are coming in 
here, and I concede that they exist on other routes, these are not “the 
only ships of this type that we are going to need or should be replaced, 
and ships that are going to be used as auxiliaries in our defense 
effort, but where these combinations exist, maybe we ought to 
examine the whole thing. 

There is no question inequities exist, but if we pass special bills it 
will compound perhaps those inequities, So perhaps 21 years after 
the act was passed, it is necessary that we take a look at it in that 
respect. That is why I would like to have your considered opinion 
in the matter if you are not prepared to give it to me now. 

Mr. Rornscuitp. We have considered it, Mr. Miller. We do not 
agree that that is the way in which this financing should be arranged. 

Mr. Miter. I have no further questions. 

The Cuamman, Do you consider these ships are not competitive 
with the existing ships built under the arrangement that has been 
discussed ? 

Mr. Roruscutip. They are competitive insofar as their money re- 
quirements are concerned, Mr. Chairman. They are not competitive 
insofar as the service they render as ships. 
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Mr. Mitter. May I say, Mr. Chairman, that the money that we are 
going to spend for rockets, the money that we are going to spend for 
everything else, housing and everything else, is competitive as far as 
money markets are concerned. Is not that cutting it pretty fine, 
Mr. Rothschild ? 

Mr. Roruscuizp. I do not think it is, Mr. Miller. I think the 
question of equity is a very serious one which the committee ought 
to consider. 

Mr. Mutter. I think softening of the market is very serious, too, 
but let us not try to save the world, make the American merchant 
marine a whipping boy. 

Mr. Roruscump. I am sure we have no thought of doing that, sir. 

The Cuarrman, Mr. Mailliard. 

Mr. Mariurarp. Mr. Rothschild, would it be a correct inference 
from your quoting Secretary Weeks to say that the administration 
policy to insist on private financing under the 1936 act might be 
altered in a given instance if it became evident that the ship we want 
to be built cannot be built under private financing ? 

Mr. Rornscuixp. I do not think I am authorized to make any such 
statement, Mr. Mailliard. We are not convinced that that situation 
prevails. 

Mr. Maruuiarp. I gathered that, but if you did become convinced 
that that situation prevails, would you be inclined to recommend that 
an exemption be made in order to build a ship that is necessary and 
desirable. 

Mr. Roruscutitp. I believe that there exists more than one avenue 
of arrangement by which these ships can be built. 

As far as Iam concerned, I am vitally interested in seeing both these 
ships go into service. I am prepared now and would be in the future 
to lend whatever support I could toward the end that they would be 
built and put into operation. 

Mr. Maiiuiarp. Your statement and the Department’s report on 
these bills suggest amendments to them which, 1f I understand them 
correctly, makes the bill unnecessary. 

Mr. Roruscuitp. That may be. 

Mr. Martirarb. It seems a little odd to me that you would say fine. 
in going ahead in enacting the bills, but amend them so that they add 
nothing in the way of statutory authority at all. Why bother to pass 
them ? 

Mr. Roruscuirp, I do not believe I can answer that, Mr. Mailliard. 

Mr. Mamuiarp. Is not that the end result of the amendment you 
suggest, that you have all the statutory authority you need to do what 
you are able to do under the bills, under the suggested amendment ? 

Mr. Roruscnitp. We seem to have said that very forcibly in con- 
nection with the APL ship. There may be a measure of less force 
in connection with our comments on the America replacement. 

Mr. Matuiarp. On the APL proposal, with the exception of their 
suggestion that we lift the 50-percent limitation, there is no change in 
the present law. It is a question of change in policy ? 

Mr. Roruscurip. That is correct. 

Mr. Miuurarp. But you object to the bills proposing a successor to the 
America on the ground that a specific price is named and if we follow 
vour suggestions, we still have the 1936 act just the same. 
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Mr. RoruscHitp. My testimony this morning was directed toward 
the idea that the ship should be built under the framework of the 1936 
act, with as little modification as possible. 

Mr. Matiurarp. I do not find anything about modification in the 
written statement. 

Mr. Roruscuitp. What bothers so many of us, Mr. Mailliard, is the 
fact that what we have in the way of a Merchant Marine exists because 
of the 1936 act. If we find it easy to make exceptions to the act. be- 
cause a certain case is a Special case, it is not so difficult to make subse- 
quent cases special cases, and if enough special cases come up, then 
we may have washed out the 1936 act by inadvertence, perhaps. 

Mr. Marii1Arp. You mean if it takes a new bill every time one 
wants to build a new ship, one might have a bill? 

Mr. Roruscuivp. That is right. 

The benefits accruing under the 1936 act are much more substantial 
and are of longer lasting duration than the determination of the initial 
cost of a ship, that 1 would think the committee would have great 
reluctance to do anything which would tend to weaken the obvious 
accomplishments which have come about under the act. 

Mr. Mariiu1arp. Do you have any personal reaction to APL’s sug- 
gestion that we should lift the 50-percent limitation ? 

Mr. Roruscui. I see no requirement for it at this time. 

Mr. MaririArp. They indicated they were not sure whether there 
would be a requirement for it or not. They felt there might be. If 
such a requirement developed, do you think we ought to consider it? 

Mr. Roruscuitp. I think we should always be cognizant of the fact 
that we live in a rapidly changing world and we have to accommodate 
the rules under which we live to the time in which we live. 

Mr. Maruiiarp. Would it be your feelmg that if we come to the 
conclusion that the differential is approaching 50 percent—and by 
approaching I mean 49.9, not 47—then would it not be better to 
change the act than to pass a special bill for a special case? 

Mr. Roruscutip. I would think so. 

Mr. Marurarp. I think that is all I have, Mr. Chairman. 

The Cuamrman. Are there any further questions ? 

Mr. Petiy. Mr. Secretary, you referred, I think, in your testimony 
this morning to the statement of General Franklin that their earn- 
ings on the steamship United States had been calculated, so far as his 
testimony was concerned, on borrowed as well as their own invested 
capital. 

Mr. Roruscuitp. That is the way I read his statement; yes, sir. 

Mr. Petry. Do you recall the percentage that was in his testimony ? 

Mr. Roruscuitp. At the bottom of page 2 of General Franklin’s 
statement, at least the copy I have of it, reads this way: 

The financial results of the United States over a 544-year period of operation, 
from July 1952 to December 1957, show an average net profit of $1,314,000 per 


annum, which is 3.76 percent of the cost of the vessel to the United States Lines. 
I consider that a very small return. 


Mr. Petuy. That is the reference I have. I wonder if you could 
give us, according to the invested capital, the basis that the Maritime 
Board uses to determine what the return was? 

Mr. Rornscutip. Mr. Morse is going to testify on that, Mr. Pelly. 
Would you like to have those figures now ? 
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Mr. Morse. They are making 10 percent on their capital invest- 
ment on the ahpannahie United States. 

Mr. Petty. You are Secretary; I would like to have your views as 
a businessman, too, as to whether or not when you are figur ing return 
on your money, do you figure it on the basis of the : amount of money 
you borrow plus your own capital normally, or what is the usual 
practice ¢ 

Mr. Roruscuitp. I think corporate practice generally, Mr, Pelly, 
corifines its statement of earnings to invested capital. 

Mr. Pexixy. In other words, the common stock and the surplus, un- 
divided profit, but not the outstanding mortgages and loans? 

Mr. Roruscuip. I believe that is right, sir. 

Mr. Petty. I wonder if you could. give me the estimated return, 
according to the Maritime Board, that ‘the new superliner passenger 
vessel would make instead of the 1.77 figure that General Fi -anklin 
estimated ¢ 

Mr. Morsr. We have all sets of figures, Mr. Pelly. 

On the America replacement at a $47 million cost and assuming 
314 percent interest rate, the return would be 4.21 on the capital neces- 
sary. 

Mr. Petxy. That is not a very high return on money considering the 
risks involved and the contingencies for losses. I would feel that you 
could well testify that it was a very, very modest return to the 
operators. 

On another point, Mr. Secretary, you indicated this morning that 
possibly by legislation in setting the commercial speed of the new 
superliner at 2814 knots, that it would relieve the Federal Maritime 
Board from having to use as high a figure as the 30.7 knots which the 
General Acc ounting had informally insisted on. 

Mr. Roruscuitp. I believe that was Mr. Morse’s statement, not 
mine, Mr. Pelly. 

Mr. Peuiy. If legislation were passed that there also would have 
to be provision whereby the operator would not have to refund any 
. the Government payment if it ran at a higher operating speed be- 

‘ause obviously it is going to operate at 30.7 to make a proper turn- 
saend with the steamship United States. 

Mr. Roruscuixp. I believe every contract we have has a speed 
clause in it which says that if a vessel i is capable of achieving a higher 
speed, and if that higher speed is used, then the operator shall reim- 
burse the Government for that share of the used speed. 

Mr. Petxy. It is not as simple then as just stating that the formula 
you use would be 2814 knots for commercial speed. You have to go 
one step further and state in that connection there will be no refund 
on anything that has average speeds over 30.7. Is that not correct ? 

Mr. Morse. We have not charged the United States Line for utiliza- 
tion of speed in excess of 2814 knots. 

Mr. Pe.ty. Have you been doing that in accordance with the con- 
tract that requires it ? 

The Secretary just indicated that every contract you have has 
that in. 

Mr. Roruscuitp. We sold a number of Mariners as 18-knot vessels 
which are being run at higher speeds than that. In those cases, the 
operators are being ch: arged for the utilization of that portion of the 
higher speed which they are using. 
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Mr. Petty. Apparently, this is an exception, because I had under- 
stood, also, that the operators, if they exceeded the normal speed, 
would pay back any of the defense features that they have not paid 
for if they utilized them. But, apparently, that is not true. Is that 
permissible under the existing Merchant Marie Act? 

Mr. Morse. Let us say, under our contract for the sale of the steam- 
ship United States, there was no speed-recapture clause included in 
the contract, so we h: ave no basis of charging the United States Lines 
for the utilization of the excess speed. When we sold Mariners as 
19-knot ships, we did include a speed-recapture clause in those 
contracts. 

Mr. Preity. If this transaction was as recommended by the report, 
and it did not provide for a sale at a specific price, $47 million, and, 
instead, if by law it was established that the normal speed of 2814 
knots should be used in setting defense-features payment by the Gov- 
ernment, would it be necessary, also, then, to waive any payments 
for average speed in excess of the 2814 knots? 

Mr. Morse. I would say yes. 

Mr. Pevry. That is all, Mr. Chairman. 

Mr. Mattirarp. Mr. Chairman, could I ask one more question ? 

The CHarrMan. Yes. 

Mr. Maruirarp. When you refer to selling the Mariner as an 18- 
knot ship or the Queen as a 2814-knot ship, Just exactly what do you 
mean? Do you mean that that is their average normal operating 
speed, or does that mean that they do not go any faster than that? 

Mr. Morse. We priced out the vessels as being the foreign-builder 
cost of 18 knots equivalent. We sold the Mariner to operate at 18 
knots. If the operator desired or did use the additional speed that. 
was built into the vessel, then we charged them for the use of that 
additional speed. 

Mr. Mariurarp. If they go 1814 knots for a few hours, do you 
charge them ? 

Mr. Morst. When we first started selling the Mariners, it was done 
on a promotional basis, and we gave a very favorable speed clause. 
We would charge them only on the voyages where they averaged in 
excess of 18 knots for the transit time, and then only for the days 
at sea, not with reference to 365 days in the year. 

Later on, we put on a more burdensome clause, so that it was re- 
lated to the 365 days in the year rather than merely the days at sea 
Then, when we found that the owners were interested in buying these 
vessels, we sold them only as 20-knot vessels, and they could use them 
at whatever speed they wished to use them. 

Mr. Maiurarp. Some of them make a good deal more than 20 
knots ? 

Mr. Morse. Their designed service speed is 20 knots. 

Mr. Matatarp. That is what I wanted to get at. You say the 
Queens are 2814-knot ships. They can make more than 2814 knots, 
and do; is that correct ? 

Mr. Morse. I do not think the Gueens make much more than 2814 
knots. 

Mr. Maituiarp. The Queen Elizabeth did, on her record run. It 
was nearer to 31, as I recall. 

Mr. Morse. 31.69 in 1938 for the (Jueen Mary. 
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Mr. Maiu1arp. That somewhat confuses me. You talk about a 
2814-knot ship, when it can apparently make 31 knots. 

Mr. Morse. That would be at maximum power, I would assume. 

Mr. Marrrarp. But, if you built a 2814-knot ship, theoretically, it 
seems to me, there is some evidence to indicate it could go 30.7. 

Mr. Morse. Under our speed formula, we have a built-in capacity 
for a speed in excess of 2814 knots, so that the vessel can operate at 
2814 knots under most every sea condition. 

Mr. Mariurarp. But, had the United States been built at the theo- 
retical sustained speed capability at 2814 knots, it would not have 
been able to operate at the 30.7 that it has operated at / 

Mr. Morse. No, sir; not continuously. 

Mr. Maturarp. It has also been testified to in the past, I think, 
that, both in the case of the United States and in the case of the Ma- 
riners, they were actually able to maintain sustained speeds con- 
siderably in excess of that for which they were theoretically designed. 

Mr. Roruscuip. I wonder if this is not in about the same field as 
any other piece of machinery. An automobile or an airplane has a 

sapability of a higher speed for a limited time, but, like any other 
piece of m: .chinery, if you run it to its full limit all the time, you 
have cut down its operating life. 

Mr. Marmurarp. Neither of us is an engineer, so I do not know 
whether that is true in the case of ship, necessarily, because Mr. Gibbs 
designs such good ships they always seem to make better speed than 
that for which they were designed. I am wondering if it is not correct 
that the 2814-knot ship, theoretically, could maintain the schedule at 
a speed in excess of that, based on the actual experience of the U/nited 
States and with the Mariners. 

Mr. Roruscuiip. As I understand it, speed is computed on the 
basis of utilizing 80 percent of available shaft horsepower on a con- 
tinuing basis. 

Mr. Horr. sn. That is the speed during the trials only. In service, 
the winds and the tides, current, the condition of the bottom enter 
into it. I am saying that in service a ship gets a fouled bottom, 
adverse winds and weather, and it slows it down. 

If we are talking about an 18-knot service speed, it is the speed 
the ship will average over the normal life at a full draft. 

Mr. Matruuiarp. In the case of the Mariner, Mr. Morse says they 
are a designed 20-knot ship. Is it not true that some of them have 
operated at sustained speeds considerably in excess of that, under all 
weather conditions? 

Mr. Morse. At full draft, I do not think so. 

Mr. Mariitarp. Do you know that they have not ? 

Mr. Morse. Mr. Hoffman tells me, at full load, calm sea conditions, 
at maximum power, they will operate in excess of 20 knots, but, at 80 
percent, which is our standard formula, they will not operate in 
excess of 20 knots sustained speed. 

The Cuatrman. Mr. Gross. 

Mr. Gross. Mr. Morse, I am not quite clear; is there any mandatory 
provision in law, any law, requiring vou to enter into a contract in 
which speed is a factor ? 

Mr. Morse. No, sir. 

Mr. Gross. That is discretionary with you? 
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Mr. Morse. We are obligated to fix the construction-differential sub- 
sidy, based on the commercial ship. 

Mr. Gross. I am talking about this reimbursable feature, based 
upon the fac ‘tor of speed used. 

Mr. Morse, No; there is not. 

Mr. Cidas. Is there a mandatory provision in law that you must 
enter into a contract? 

Mr. Morse. No; there is not, but we are required to exercise sound 
business judgment, and it is not sound business judgment for us to 
se]] a 20-knot ship at an 18-knot price. 

The CuarrMan. Mr. Tollefson. 

Mr. Totierson. Mr. Rothschild, you talk about the commercial 
speed of ships. How do you determine what a commercial speed is, or 
should be, for a ship like the United States running over a certain 

course ¢ 

Mr. Roruscuitp. In the case of the 30.7-knot figure, Mr. Tollefson, 
that was determined by actual experience. That is the speed at which 
the United States has been operated during her life. 

Mr. Torterson. Did you fix the commercial speed at the time of 
the orginal contract ? 

Mr. Roruscritp. Yes, sir; at 28 knots because that was the speed at 
which the Queens were operated. 

Mr. Totierson. That is what I am getting at. The competition is 
a factor to be considered in determining what commercial speed is? 

Mr. Rornscuitp. Yes, sir. 

Mr. Totierson. Then if you determine what a commercial speed 
should be in the Pacific rather than in the Atlantic, you take into con- 
sideration the competition which confronts the ship ? 

Mr. Roruscuitp. Existing and contemplating competition. 

Mr. Totterson. What I am getting at is this: Could you justify a 
commercial speed of say, just picking a figure, 28 knots in the Atlantic 
and at the same time, picking a speed, 26 knots for the Pacific. 

Mr. Rornscuip. I think each service would have some differentials. 

Mr. Totierson. You could justify it on that basis ? 

Mr. Rornscuiip. Yes, sir. 

Mr. Toturrson. There has been considerable comment about the 
administration policy with respect to private financing. I appreciate 
the fact that at one point the administration suggested private financ- 
ing. At the same time I appreciate what has transpired over the 
years, 

Would it be a fair question to ask why the administration adopted 
a policy of private financing? 

Mr. Roruscuttp. | think a review of our testimony which was 
given in connection with the passage of that legislation would indicate 
that first of all, we thought that this was a field of Government opera- 
tion that should properly be one of private operation, that there was 
no reason why the Government should be a banker when there were 
plenty of private bankers around whose business it was to furnish 
money for such undertakings. 

Mr, Totierson. Were there any other factors ? 

Mr. Rornscritp. Yes, sir: there is a budgetary factor, also. 

Mr. Totierson. Going a step beyond the budget, was there still 
another factor ? 
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Mr. Roruscaity. At the moment, there is a debt-limit factor. 

Mr. Totierson. Let me ask the question more specifically. Was 
the experience of the Department of Commerce in obtaining funds 
from Congress a factor? 

Mr. Roruscump. Y es, sir; it always is a factor. 

Mr. Totierson. I was here when we passed that bill and I sup- 
ported it and largely because of the difficulty we had always experi- 
enced in getting Congress, as a whole, to appropriate such funds to 
support section 502 (c). 

Mr. Rornscuitp. That is a very pertinent point right now, Mr. Tol- 
lefson, because, as I indicated earlier, today our 1959 submission in- 
cludes an item of $160 million for ship construction which, by the way, 
provides for the APL ship. If we were to add to that enough money 
to pay the Government’s share of the cost of the America replacement, 
I will leave it to your judgment as to how much greater or lesser 
chance we would have to getting that money appropriated. 

Mr. Touterson. In other words, instead of asking for $160 million 
you would be asking for about $235 million ? 

Mr. Roruscuitp. Yes, sir. 

Mr. Totierson. I hope you will agree with me when I said the 
other day in a sense the private financing was a congressional policy, 
too, not only because it adopted the law, but because many of the 
members of this committee felt that we had a difficult time getting 
Congress to see that the money we appropriated for section 502 (c) 
was not an appropriation th: it was to be e xpended, but were appro- 
priations that were to be used for loaning purposes and came back to 
the Government at 314 percent. 

Mr. Roruscuitp. [ am sure most people would agree that had we 
had to finance all of the shipbuilding, which is currently underway 
and almost under contract as of today by direct Government appro- 
sriation, we would have had many fewer ships built than we have 
a able to accomplish by means of private financing. 

Mr. Totierson. I remember very well when this. private financing 
bill passed the House of Representatives. It was made abundantly 
clear, largely through the statements of our former colleague, Mr. 
Shelley, and our colleague, Mr. Allen, that we were not abandoning 
section 502 (c). 

Mr. Rornscnitp. That is correct, and Mr. Weeks testified to that, 
too, Mr. Tollefson. 

Mr. Totterson. I am happy to hear that the Secretary of Commerce 
is willing to consider that as a source of financing, as a possibility of 
financing i in the event it is necessary to do so. 

Mr. Roruscuinp. However, we are not now recommending it. I 
must make that very clear. 

Mr. Totierson. Now, I have two other matters. This matter of the 
operator using speeds in excess of the figure designated as the speed 
of the ship. As I understand your testimony, now, in connection with 
the tankers, if they use a speed in excess of the commercial speed, they 
pay for it or pay something for it ? 

Mr. Rornscrir. In the case of the Mariners, and those which were 
sold as 18-knot vessels, if any part of that excess speed is used, they 
do pay for it. 
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Mr. Morse. May I interrupt there? When Standard Oil of New 
Jersey built 2 tankers under the tanker trade-in and build legislation, 
they proposed to build 2 tankers at approximately 1614 speed. 

That was their commercial requirement. With a little prodding 
we encouraged them to build 18.3-knot tankers which they agreed to 
do. We checked out with the General Accounting Office and satisfied 
not only ourselves but the Accounting Office, that the additional speed 
was a burden to the Standard Oil Co. so that when they used their 
tankers at the 18-knot speed no charge was made to them for the 
excess speed that was used in the vessels. It was a detriment to them, 
rather than an advantage to them. 

Mr. Totierson. This point was discussed in this committee at the 
time we were considering that trade-in and build tanker bill. 

Mr. Morse. Yes, sir. 

Mr. Totierson. And there was some suggestion from the committee 
that where the operator used the excess speed, he should be charged 
for it. 

Mr. Morse. That is correct. 

Mr. Totterson. I would like to get a little more information on 
this matter of capital necessarily employed. The testimony on the 
part of the United States Lines was that they would anticipate a re- 
turn, I have forgotten what the figures were; in one instance it was 
less than 2 percent. 

Now, that return was based on the amount of cash that they would 
invest plus the amount of money that they would borrow from the 
Government. 

Mr. Roruscuitp. Or from wherever they borrowed it. 

Mr. Totterson. Is that not true? 

Mr. Morse. Yes, sir; I think that was on the basis of private financ- 
ing, including their financing costs, were with interest at 414, 4%4 
percent in addition to the mortgage-insurance premium and the com- 
mitment fees. 

Mr. Totterson. Do I understand that you have taken their figures 
and come up with your own estimates as to what their return would 
be, using as a base only the cash that they invested ? 

Mr. Morse. We have computed it on the basis of 314 percent Gov- 
ernment financing. We have computed it on the basis of 5 percent 
financing. We have also computed it on the basis of 5 percent ag- 
gregate plus mortgage insurance plus their commitment fees and 
financing costs. 

Mr. Totierson. Using the figures that you used, what was the high- 
est return that they could anticipate ? 

Mr. Morse. I said earlier a figure of 4.21 but actually, and assum- 
ing the same utilization of passenger space, the nonlayup of the vessel 
by reason of strikes, the America replacement costing $47 million 
with Government financing at 314 percent interest, their profit would 
be 6.1 percent after taxes and after subsidy. 

If they paid 5 percent interest rate, their return would be 4.92 per- 
cent. I donot have a column here for the situation which includes the 
financing cost, which would be in the neighborhood of $414 million for 
a ship costing $56 million, but that would reduce this return about 
three-fourths of a percent. 
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Mr. Rornuscuip. These figures apply only to the new vessel, Mr. 
Tollefson. If the earnings of the new vessel are combined with the 
earnings of the United States, then the return goes up. 

Mr. Morse. Let us put it the other way around. 

The steamship United States is earning 10 percent on its capital 
necessarily employed if it operated the line without the America. If 
they operated only a single ship and, assuming that they would con- 
tinue to have the same occupancy their return would be in the neigh- 
borhood of 150 or $200,000 less per year than it is operating the U/ nited 
States and the America combined. 

Mr. Totierson. I would like very much to see both these proposed 
vessels constructed, and I hope very sincerely that some means can 
be found whereby they both ean be built. 

Mr. Morse. To complete these figures, assuming the operation of the 
2 vessels combined, the United States and the America replacement, at 
314 percent, Government financing, the combined operation would be 
8.47 percent on their capital necessarily employed. 

With private financing at a regular rate of 5 percent the return 
would be 7.56 percent and then if you ine Jndethe financing costs which 
are in the neighborhood of 414 to 414 million dollars, that would be 
reduced by three-fourths of a percent. 

So, on that basis they would be earning about 6%4 percent after 
taxes and after subsidy. 

Mr. Maruiarp. Mr. Morse, is the figure that you gave on the 
United States of 10 percent on that ship alone or is that the com- 
bined figure with the America ? 

Mr. Morse. It is within a fraction of 10 percent with the 2 ships 
in operation. The America loses about $250,000 a year. It is 7.73 
percent for the combined operation. 

Mr. Rornscuinp. Ten percent alone. 

Mr. Maitiarp. Of course, the America capital cost is pretty low 
right now, is it not ? 

Mr. Morse. Quite low. 

Mr. Miniter. Mr. Chairman, are those figures going to be put in 
the record ? 

The Cuarrman. Well, they have been taken down. 

Mr. Miter. There is a breakdown of them, one thing or another. 

The Cuarrman. I think Mr. Morse is going to testify. 

Mr. Mruter. Could we have them in the record 

The Cuatrman. Yes; I imagine he will put them in the record. 

Mr. Touterson. I did not mean to anticipate his testimony. I 
merely had these questions in mind and I wanted to ask them now. 
Coming back to what I have said, I would hope that some means can 
be found so that both of these ships can be constructed. In the years 
I have been a member of this committee, I have seen Maritime Admin- 
istration and the Commission prec eding, be subjected to various kinds 
of criticism, depending on which way the wind was blowing. I have 
seen those people criticized because they were not leaning far enough 
backward to protect the interest of the Government and nec essarily 
the interest of the taxpayers. I have seen them criticized for not 
leaning far enough the other way for the benefit of the operators and 
the people in the maritime industry. 

That is all, Mr. Chairman. 
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The Cuarrman. Mr. Morse, how do General Franklin’s figures and 
your figures differ ? 

Mr. Morsr. They do not substantially differ. He approaches it 
from the return on the aggregate cost of the ship plus the capital 
employed in operating the ship. We approach it solely from the 
capital necessarily employed provided under the 1936 act. 

So we talk about his equity in a ship plus the dollars required for 
his operating cost. 

The CuarrmMan. Do I understand that he figures his return on what 
the Government has put into the ship 4 

Mr. Morsr. No; he figures his cost on what would be the commer- 
cial equivalent cost. If it is a $90 million commercial ship at 2814 
knots, he figures it on that basis. I am in error. I am sorry. He 
figures it on the $47 million investment in the ship. 

The Cramman. That is what I was wanting to get to. His figures 
are based on the $47 million ? 

Mr. Morsr. Yes, sir. 

Mr. Roruscurip. Not on how much money he actually has in the 
ship at that time. 

The Cuarrman. Your figures are based on what ? 

Mr. Morse. His downpayment plus the 3 or 4 million dollars re- 
quired to operate a going venture, which is ¢ ae al necessarily em- 
ployed under the statute. 

The Crarrman. He has to pay the whole thing ? 

Mr. Morse. Yes. 

The CuatrmMan. So he eventually is right in his figures then ? 

Mr. Morse. Yes and no. He has no liability. He can default on 
the purchase of his ship and all that he stands to lose is his equity in 
the ship. 

The CuarrmMan. That is a pretty substantial amount. 

Mr. Morse. Certainly, but it is not $47 million. 

The CuarrmMan. It is not $47 million ? 

Mr. Morse. No, sir: it is his downpayment. That is all he stands 
tolose. We are figuring our return on the basis set up under the 1936 
act, which we are required to do. 

The Cuairman. Now I know that Mr. Shelley is very much inter- 
ested in this matter. 

Mr. Shelley, are there any questions you would like to ask the 
Secretary / 

Mr. Suetitry. Not at this point, Mr. Chairman. Thank you very 
much. The information is very enlightening and will be a source of 
questions in the appropriate hearings. 

The Cuarrman. The counsel for the committee would like to ask 
some questions. 

Mr. Drewry. Mr. Rothschild, before the noon recess when the sub- 
ject of General Franklin’s $47 million figure was brought up, you 
suggested that that was not enough and that. you thought more could 
be cvotten. 

Do you have in mind that there should be some further negotia- 
tions on this subject ? 

Mr. Rornscuitp. I would take it, Mr. Counsel, that it would be an 
absolute necessity to have some further negotiations unless this bill 
passed precisely as written. 
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Mr. Drewry. In that event, when you move into the realm of horse 
trading, are you not putting | yourself into a rather inconsistent —_ 
tion in view of your strong statements in favor of applying the 193¢ 
act as is? 

I mean if you apply the formula, then you are not negotiating, 
theoretically ? 

Mr. Roruscuivp. I think the answer to that is probably yes and 
no. Each one of these contracts has been arrived at by a considera- 
tion of the various factors brought up by the operator and by the 
Government and interpretation of various matters. 

It is not one of these slide-rule operations like we saw this morning. 
It takes a little more than that. 

Mr. Drewry. Your answer is yes and no. 

Mr. Roruscuinp. Yes. 

Mr. Morse. May I answer that one. Speaking for a board mem- 
ber, we follow the law. We determine what the foreign shipbuilding 
cost is. If the operator can buy the ship, okay. If he cannot, too 
bad. We do not negotiate with the operator on what price the for- 
eign building cost is going to be. 

Mr. Totterson. Is the foreign building cost a matter that is easily 
determined ? 

Mr. Morse. It is very difficult to determine. 

Mr. Totierson. I have one other thing. What about the defense 
feature costs, are they easy to determine ? 

Mr. Morse. That, of course, is difficult. We do it in conjunction 
with the Navy Department. 

Mr. Totiterson. Do the operators challenge your figures with re- 
spect to foreign costs and with respect to defense features cost ? 

Mr. Morse. Very vigorously. 

Mr. Roruscut. It is at that point that some give and take takes 
place. 

Mr. Morse. No, sir. I beg your pardon. We do not do any give 
and take on that point. 

Mr. Drewry. Mr. Rothschild, you have said that you understood 
that in the history of private financing that it was the intent of 
Congress and the understanding of the Department, Mr. Weeks so 
testified himself, that private financing was not to be to the exclusion 

of Government financing which, if you are worried about precedents, 
has been a precedent since the 1936 act. 

You said that you are not prepared to consider it in this case. 
Could you give us some indication as to when you might consider 
just what type of situation might arise ? 

Mr. Roruscuitp. I will answer that by saying that up to now we 
have not seen one, Mr. Drewry. 

Mr. Drewry, On page 5 of your statement, you said— 


it, 


The specified sales price of $47 million could be less than the portion of the cost 
of the vessel which should be borne by the purchaser under the provisions of 
the act. 


You then say— 


It would be unfortunate under such circumstances to set a precedent for a speci- 
fied statutory determination in law of the administrative determined and com- 
putation of the subsidy and defense features as provided in the 1936 act. 


Why would it be so unfortunate in ‘his particular case 4 
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Mr. Roruscuivp. Because of the precedent-setting possibilities. 

Mr. Drewry. Let me pick it up from there. 

At the time that the 1936 act was enacted, the United States of 
America had no policy with regard to superliners at that time. Com- 
bination vessels were as far as they had gone. The act was tailored 
around a situation at that time for a program of additions and re- 
placement. 

In section 212 of the original act, the Commission was authorized 
and directed to study and cooperate with vessel operators in devising 
means by which there may be constructed by or with the aid of the 
United States express liners or superliner vessels comparable with 
those of other nations, especially with a view to this use in national 
emergency. 

Now, that suggests to me that there is no precedent in the law, 
there is no provision in the law for this type of vessel. So I cannot 
see why we would worry about establishing a precedent since it might 
be the first time we have really comes to grips with the problem. 

Have you given any thought to the possibility that this law was 
not tailored to meet this proble m 4 

Mr. Rornscuivp. It is evident by the several amendments made to 
the act since its original enactment, Mr. Drewry, that both the Con- 
gress and the various administrations have given consideration to its 
inability to meet conditions as they change. 

My personal concern is with making changes of such latitude as 
to adversely affect the great good that the Nation has had out of the 
act as modestly amended in the past. 

Mr. Drewry. In the modest amendments recognition has been 
given to the unique character of superliners and we still had trouble. 

Mr. Rornuscuiitp. It seems to me it would not be too much of a 
step to go from superliner thinking to supertanker cargo carrier and 
pretty soon, everything is super. 

Mr. Drewry. Well, in exceptional cases they might be handled that 
way. 

In considering the economics of the vessel operation as brought out 
by General Franklin which he based on the operation of the steam- 
ship United States for the past 5 years, which certainly has been a 
period of time which you could hardly hope to have been better as 
far as general business is concerned, he has advised the committee 
that a fixed figure, and he named $47 million, was the maximum that 
he could pay for the ship or contribute to the cost of the ship and yet 
have any hope of an economic return. 

What would you think of the figures which he has presented and 
your own calculations being turned over to the Comptroller General 
for analysis, for careful study and auditing of the known figures 
which are avaible so easily to the Government, because of the na- 
ture of the operation and have them advise the committee as to just 
what a proper answer on this economic aspect of it should be? 

Mr. Roruscuivp. I would think that would be a pretty good idea. 

Mr. Drewry. The important issue, really, is the building of the 
ship. We can talk about private financing all you want to, but if 
it does not build the ship then it has not accomplished anything; it 
has not even subsidized the bankers. 

If private financing will work, then it is fine. You cannot get 
away from the sensibleness of General Franklin’s point, that this is 
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the point beyond which he cannot go. Now, we exper the ship to 
be operated ‘at 30.7 knots. It has been testified that anything less 
than that would be unthinkable in view of what has been established 
by the United States. So I do not think that would be too bad an 
approach. 

Mr. Roruscurttp. No, but at the same time, it might be well to 
ask the General Accounting Office to take into consideration a state- 
ment made in Mr. George Kaillion’s testimony. 

As I recall, the re ading went something like this. While the 
return from a passenger vessel was an uncertain sort of thing, after 
all they were in the shipping business and in that business to render 
an all-round service and that in addition to the fact that the cargo 
vessels probably made a greater return than the passenger vessels, 
that there was a certain intangible but substantial contribution m: ade 
toward their cargo-carrying business by reason of the fact that they 
were in the passenger business. 

You might ask the General Accounting Office to put a number on 
that. 

Mr. Drewry. I certainly think that is a factor. At least it has 
always been so presented, that passenger vessel services in many cases 
is a useful supplement, even a business gatherer for the freight 
service. 

Now, on this subject of the 50 percent barrier that was mentioned 
in the APL testimony, maybe this question has already been asked. 
Is the trend in that direction very close at this point? 

Is the trend very close to going beyond 50 percent differential ? 

Mr. Morse. The tentative views of the staff, which have not been 
reviewed by the board yet, are 47 percent for the America replace- 
ment. That is higher than what we have approved for any pre 
vious vessel. 

Mr. Drewry. If it should get closer, what would you propose to 
suggest that we do about it ? 

Mr. Morse. I would have very serious hesitation about asking 
that the 50 percent ceiling be raised. My personal view is that we 
would run into serious difficulties in the Congress. 

Mr. Drewry. I have just one more question. 

Mr. Rothschild, in this letter from Mr. Weeks, where there is a 
discussion of building the ship at an appropriate time and then it 
says, as Mr, Mailliard brought out, that it would be all right to have 
special legislation so long as it does not do anything, and so long as it 
would not be construed as conferring a priority for appropriation 
without regard to other scheduled ship construction. 

That latter point I wish you would elaborate a little more. I did not 
understand your reply. 

Mr. Roruscuitp. That is repeating a message to your commit- 
tee from the Bureau of the Budget or at least repeating the substance 
of that Bureau of the Budget message to you. 

As I understand, Mr. Drewry, that means we would not like to see 
these passenger vessels receive appropriations of money which would 
stop the orderly replacement of our balance of our fleet. 

Mr. Drewry. How would it do that? That is what I do not 
quite understand. 
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Mr. Rorusciuitp. Mr. Shelly is gone now, but it might be pos- 
sible that the Appropriations Committee would do such a thing. 

Mr. Drewry. Build this ship in leu of giving you money for 
what you have already—— 

Mr. Rornscnitp. For example, we are asking for $160 million 
this year. They might say, “O. K., you can have $160 million, but 
you must apply it to certain ships.” It has been done in the past. 
’ Mr. Drewry. If this legislation were to be enacted, what would 
be your thought as to whether the administration would ask for 
funds for its construction ? 

Mr. Rornuscuimp. I do not think we are that far down the road 
yet, Mr. Drewry. 

Mr. Drewry. At the very end of the letter it says: 

Of the legislation requiring Federal finnacing as proposed by 9324 it would 
not be in accord with the program of the President. 

That term, “program of the President,” intrigues me in this con- 
nection. What does it mean / 

Mr. Roruscuitp. Would you point out that question ¢ 

Mr. Drewry. The last sentence, the last few words in the report on 
the bill that is not in accord with the program of the President. 

Mr. Rorruscnitp. In this copy it reads: 

The enactment of legislation requiring Federal financing of the ship mort- 
gage as proposed by H. R. 9342 would not be in accord with the program of 
the President. 

Is that the line to which you have reference ? 

Mr. Drewry. Yes. 

Mr. Roruscuitp. I think that is quite clear. The administration 
is not now supporting that part of H. R. 9342 which goes to Gov- 
ernment financing of the whole cost of the owners’ share of the 
vessel. 

Mr. Drewry. And is, therefore, not supporting that part of the 
Merchant Marine Act of 1936? 

Mr. Roruscniip. That is correct. 

Mr. Drewry. That is all, Mr. Chairman. 

Mr. Aten. Mr. Rothschild, vou said once or twice that the money 
for the American President Lines ship is in the budget request. Is 
that limited to the Government subsidy portion of the money or does 
it include also the money for the financing of the loan ¢ 

Mr. Rornscuitp. No, sir; it does not. It includes the Government’s 
share, it includes the Government's participation in construction 
subsidy and the payment in full for that defense features. 

Mr. Auten. If the bill passed, in order to implement it, there would 
have to be an additional sum for the financing of the mortgage? 

Mr. Roruscnmp. That requires no money from the Government. 

Mr. Au.en. I think the bill requires Government financing. 

Mr. Roruscuitp. The appropriation measure ? 

Mr. Auten. No: the bill before this committee. 

Mr. Rornscuiip. Yes, sir: and we are not supporting that. 

Mr. Atten. The money is not there for that. 

Mr. Roruscuitp. Nor are we supporting the principal. 

Mr. Auten. Thank you. 

The CnHatrman. Mr. Miller? 
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Mr. Miter. I wanted to ask Mr. Rothschild, have you any idea 
what Japan is doing in the line of passenger ships ? 

Mr. Roruscuitp. Just vaguely, Mr. Miller. I believe that for 4 
or 5 years in succession now, there has been a proposal before the 
Japanese Diet to build a vessel and I do not believe it has ever had 
favorable action. 

Mr. Minter. Do you think, using the usual tactics they have used 
in the past, that their spots had not changed, that they are laying 
back until the appropriate time when they can "get in this thing? 

Mr. Rornscuitp. The business of operating steamships has always 
been a competitive business, Mr. Miller. 

Mr. Mitirr. I think you say “Yes” to that and I am very glad. 
I rather sensed that it has. I was just wondering what they were 
doing, whether you knew or not. 

Mr. Roruscuitp. That is as much as I know about it. Now perhaps 
someone else will have further knowledge. 

Mr. Mitter. That is all. 

The Cuatrman. Thank you very much, Mr. Rothschild. It might 
be possible that after you think the matter over that we will have 
you and Mr. Weeks down here next week. 

Mr. Rornscuitp. Thank you, sir. As always, it is a pleasure to 
appear before you, sir, and one of my more enjoyable duties. 

The Cuarrman. Thank you very much. We appreciate your 
coming. 

Mr. Morse. Mr. Chairman, I have a prepared statement. 

In addition to myself, there is Mr. Ben Guill, or he was here until 
15 minutes ago. He had an appointment with Mr. Nixon that he had 
to make. 

Mr. Tom Staken is here. Both members of our—I will say without 
fear of qualification—very fine board. 

We are very much interested in getting these two passenger ships. 
We have been wandering over the lot considerably and I was not 
going to speak from the prepared statement, but I think in order to 
get a little consistency in my thinking- 

The Cramman. Let me ask you one question so that we will not 
waste your time or our time. 

In the light of what the Secretary has said that there would be 
further consideration given this matter at the secretarial level, do 
you think it would be better to proceed now, or wait until that time. 

Mr. Morse. I think it would be desirable to proceed now so that the 
committee will be fully informed what the financial picture is. 

The Cnarrman. All right, sir. 

Mr. Auten. Mr. Chairman, may I ask one question ? 

The CHarrmMan. Yes. 

Mr. Auuen. Mr. Morse, I notice your statement is that of the 
Chairman of the Maritime Board which leads me to ask the question 
whether you, as the Maritime Administrator and in the Department 
of Commerce sometime have views to express of the Department 
which are not necessarily the views of the Board? 

Mr. Morse. You are asking me an embarrassing question. The 
answer is “Yes.” 
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Mr. Auuen. These views are the views of the Board speaking 
through you? 

Mr. Morse. You will see after my name it shows Chairman, Fed- 
eral Maritime Board, Maritime Administrator. 

Mr. Aten. Which hat do you have on ¢ 

Mr. Morse. I have both of them today. 

As Maritime Administrator I am in the Department of Commerce. 

As Chairman of the Federal Maritime Board, I am a member of 
an agency of a quasi-judicial nature which is an arm of the Congress. 

Mr. Auten. Thank you. 

Mr. Morse. Gentlemen, Mr. Louis S. Rothschild, Under Secretary 
of Commerce for Transportation has testified on the basic issues in- 
volved in the bills under consideration and the policy view of the 
Denartment relating thereto. 

My statement will deal at some length with the historical and 
factual background. 

I will first take up the proposal to replace the steamship America 
with a ship equivalent to the steamship United States. 


NEED FOR REPLACEMENT OF STEAMSHIP “AM ERICA” 


The America, built in 1940, was unable to enter the service for 
which she was built before entering war service as a troop carrier. 

Following World War II, the America entered commercial service 
carrying passengers between New York and the following ports: 
Cobh, Ireland; Le Havre, France; Southampton, England; and 
Bremerhaven, Germany. 

The statutory 20-year life of the America, beyond which time no 
operating differential can be paid except upon special findings made 
by the Federal Maritime Board as provided in the Mere hant Marine 
Act, 1936, expires in 1960. 

United States Lines Co. under the terms of its operating differen- 
tial subsidy agreement, if subsidy is to be continued beyond August 
1, 1958, is required to make a formal commitment by that time for the 
replacement of the America with new construction. 

Without regard to requirements that commitments be made this 
year for the replacement of the America, it has been evident. for some 
time that from the standpoint of economic operation the America is 
inadequate for the North Atlantic express service. 

The essential United States trade routes served by the steamship 
America and steamship United States are the most heavily traveled 
of all the ocean routes, and in recent years have accounted for the 
majority of all passengers carried in passenger combination ships on 
all United States foreign-trade routes. 

Transatlantic travel between the United States and Western Eu- 
rope now totals more than 1 million passengers annually, and more 
than one-half million travel by sea. The growth in magnitude of 
North Atlantic travel can be realized when it is considered that the 
airlines in this trade during the past several years have carried about 
an equal number of passengers, 








236 SUPEPRLINER LEGISLATION 


While air travel has increased greatly during the past decade, it 
should not be overlooked that during the past 10 years transatlantie 
travel by sea has doubled. 

There is some indication that the growth of sea travel has been 


retarded by the limited number of ac ccommodations available. 


Recent studies made of transatlantic travel indicate a further 


growth pattern. A projected United States population growth from 
the present 170 mill 
base for economic growth of all kinds. 

Moreover, there is a steady increase in the proportion of the popula- 
tion consisting of older and better educated persons, or persons in 
professional and management occupations, and of persons in higher 
income groups. 

As transatlantic passengers come predominantly from persons in 
these groups, the demand for foreign travel may also be expected to 
rise. The trend toward more leisure time in the United States econ- 
omy also provides more time for foreign travel. 

It is evident that additional berths will be required if United States- 
flag passenger ships are to maintain even their present low participa- 
tion in transatlantic tr avel, excluding the possibility of increased 
participation in future gr owth. 

The America and United States, during 1956, carried about one- 
fifth of the total passengers traveling by sea over the North Atlantic 
routes. 

Despite the fact that North Atlantic routes are the most important 
of all the passenger routes in numbers of passengers carried, only 
these two American-flag passenger ships operate between the U nited 
States and the United Kingdom and that portion of the continent of 
Europe outside of the Mediterranean. 

American Banner Lines will soon inaugurate service between New 
York and ports in Belgium and the Netherlands with a converted 
Mariner ship. 

However, it should be emphasized that this ship, with a moderate 
speed of 20 knots and accommodations for about 900 passengers, 
mostly tourist class, is designed for an entirely different type of serv- 
ice from the express service provided by the United States. 

The North Atlantic passenger service is highly competitive, and 
foreign-flag ships make many times more sailings than do United 
States-flag ships. 

For example, during 1956 the United States and America made 39 
sailings from the United States as compared with 265 sailings by 
foreign-flag passenger rea The intensity of foreign-flag competi- 
tion for passengers on the North Atlantic is further emphasized by 
the fact that the 265 foreign-flag sailings were provided by 29 ships 
operated by 9 different companies under the flags of 7 separate nations. 

The steamship United States, on 123 transatlantic voyages made 
since its entry into service in July 1952 through 1957, provides con- 
vincing evidence of the ability of United States-flag passenger ships 
to compete with foreign-flag ships in this highly competitive . trade. 


ion to 200 million by 1970 provides a broader 
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This fast modern ship has been extremely effective in overcoming a 
long-standing belief on the part of many transatlantic travelers that 
foreign- flag ships are superior to those under American flag. 

The United States, since her entry into service, has attained an ex- 
ceptionally high degree of utilization. 

For example, during the calendar year 1956 and the first 9 months 
of 1957, this ship was utilized to over 90 percent of salable capacity 
on sailings from the United States, and was almost completely utilized 
on return voyages. 

The steamship - {merica, during the last 2 years, showed about as 
high a degree of utilization despite the fact that it is an older, slower, 
and smaller ship, a fact which demonstrates the high degree of ‘demand 
for passenger space in relation to the number of accommodations 
available. 

The steamship United States has total accommodations for nearly 
2,000 passengers, as compared with just over 1,000 berths for the 
steamship America. 

However, the service speed of the United States, 30.7, as compared 
with 22.2 knots for the America, enables the former to make 22 to 23 
voyages per year as compared with 16 to 17 for the latter. Thus, while 
the United States has nearly twice as many passenger accommodations 
as the America, the increased speed and resulting faster turnaround of 
the former ship results in an annual passenger carrying capacity 
about 214 times that of the America. 

Replac: ement of the America with a passenger ship equivalent in 
carrying capacity to the United States will provide additional accom- 
modations for approximately 25,000 passengers annually, in each 
direction. 

This very substantial increase in passenger traveling under the 
United States flag will assist materially in meeting the extremely 
heavy demand for passenger space during the peak season and will 
enable United States-flag ships to participate to some extent in the 
growing transatlantic travel market. 

From a scheduling standpoint, the introduction into service of a 
sister ship of the United States, capable of a 5-day crossing, will per- 
mit weekly sailing with United States-flag ships between New York 
and northern Europe. 

The present interspersing of sailings of the slower America with 
those of the faster (/nited States results in an irregular schedule and 
occasionally both ships are scheduled to sail w ithin a period of 2 to 3 
days. 

The America requires about 3 weeks to complete a round voyage as 
compared with 2 weeks for the United States. 

It should be noted that foreign-flag lines are building new passenger 
ships to replace and augment older units. 

During 1957 Holland-America Line placed the 955-passenger 
Statendam in its North Atlantic service, and now has under con- 
struction the 1,300-passenger Rotterdam. 

The Swedish-American Line placed its new 840-passenger Grips- 
holm in transatlantic service in 1957, and the French Line has an- 
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nounced the keel laying of its 31-knot, 2,000-passenger /vance, which 
is in the U/nited States class. 

Delay in the construction of a replacement ship for the America 
will end further encouragement to foreign-flag operators to expand 
their passenger services, and the United States-fl: ag participation in 
this important trade will drop below its present low level. 


ACTIONS TAKEN BY THE BOARD RELATING TO REPLACEMENT OF THE 
STEAMSHIP “AMERICA” 


Recognizing the need for the replacement of the steamship Amer- 
ica, the Board, on November 21, 1956, authorized the United States 
Lines to issue invitations for bids for the construction of a sister 
ship to the steamship United States. 

Pursuant to section 501 (b) of the 1936 act, the plans and specifica- 
tions which were issued pursuant to the invitations to bid were ex- 
amined and oo by both the Federal Maritime Board and the 
Secretary of the Navy. This was accomplished February 8, 1957. 

Bids were received in response to the invitations from three ship- 
yards on March 21, 1957, with New York Shipbuilding Corp. the low 
bidder. Onan adjusted price basis the low bid without stabilizer was 
$109,439,289. 

Meanwhile, the Federal Maritime Board formulated a procedure to 
establish the national defense feature cost and make the foreign cost 
and construction differential determinations. 

Owing to the substantial margin of speed provided in the steam- 
ship United States, sister ship over the commercially required speed, 
an entirely different ship would meet the United States Lines’ re- 
quirements if the defense feature of speed were not involved. 

Consequently, under the Board procedure, the Office of Ship Con- 
struction was directed to design the commercial equivalent vessel 
having the same number of passengers by classes, with comparable 
habitability standards, capable of ope rating at 30.7 knots in accord- 
ance with established Maritime Administration power margin stand- 
ard to maintain that service speed established on the basis of the 
average speed maintained by the steamship l/nited States on the first 
100 voyages. 

It should be noted that the 1957 commercial equivalent is different 
from the commercial equivalent developed by the Maritime Admin- 
istration power margin standard to maintain that service speed estab- 
lished on the basis of the average speed maintained by the steamship 
United States on the first 100 voyages. 

It should be noted that the 1957 commercial equivalent is different 
from the commercial equivalent developed by the Maritime Adminis- 
tration in 1948. This is due to the fact that the service speed of the 
commercial equivalent proposed now is 30.7 knots, whereas the speed 
of the commercial equiv alent developed in 1948 was 2814 knots. 

On May 14, 1957, New York Shipbuilding Corp. was requested to 
furnish their estimate for building the commercial equivalent vessel 
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based upon identical cost factors, where applicable, which were used 
in developing their bid on the steamship U/nited States sister ship. 

Their ttl of June 26, 1957, submitted an estimated price of 
$90,130,924. This figure checks very closely with an independent esti- 
mate prepared by the Maritime Administration staff. 

Since the appropriation was not made by the Ist session of the 
85th Congress, further time became available to refine the commercial 
equivalent design. This was done principally by modernizing the 
basic concept with respect to employment of aluminum superstruc- 
tures, 

The reduced weight and lower center of gravity resulting therefrom 
provided a basis for decreasing propulsion horsepower with an overall 
saving of approximately $600,000. 

The Board is having contract plans and specifications revised in 
an addendum to the plans and specifications which were given to New 
York Shipbuilding Corp. on May 14, 1957. The staff considers that 
this design represents a vessel which a prudent and experienced ship 
operator would build for competitive service in the North Atlantic. 

Furthermore, we consider that the commercial equivalent is com- 
parable and competitive with the new steamship France now being 
constructed at St. Nazaire for the North Atlantic passenger service. 

There is attached herewith a tabulation comparing the unclassified 
characteristics of the steamship United States with those of the pro- 
posed sister ship, the 1948 commercial equivalent, the 1957 com- 
mercial equivalent, steamship America, steamship Queen Elizabeth, 
and published information on the new steamship France, now under 
construction. 

(The tabulation referred to follows :) 
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Mr. Morse. It is estimated that the total cost of building the new 
sister ship of the steamship United States will be $128 million. This 
includes the cost to the operator, Government subsidies, national- 
defense costs, escalation during construction, and other charges inci- 
dent to completion of this passenger ship 

In the event stabilizers are : added, the ship will cost an additional 
$2 million. A summary of these costs and a comparison with the 
original steamship United States costs without stabilizers are: 


Sister ship to| Original 8S. 
the SS. United, United States 


States 
otal cost __. . $128, 000, 000 $77, 700, 000 
Government cost 
Commercial vessel 
Subsidy fs 29, 800, 000 18, 600, 000 
National-defense features ' i 22, 500, 000 26, 300, 000 
Owner’s cost ae 55, 500, 000 32, 800, 000 


You will see on a 30.7-knot commercial ship the owner’s cost is 
$55,700,000, whereas on the 2814-knot steamship United States, the 
owner’s cost was $32,800,000. 

That is exclusive of some additional items, owner-supplied items, 
and a few other things. 

It is estimated that approximately 14 million man-hours labor 
would be required to construct the sister ship of the steamship United 
States. 

Now, some question was asked earlier of the percentage of the 
overall cost of this $28 million ship. The commercial-vessel subsidy 
of $49,800,000 is the equivalent of 39 percent of $128 million. 

The national-defense features are $2214 million and are 17.6 percent. 

The owner’s cost of $55,700,000 is 43.4 percent. 

As compared to the original steamship United States, $18,600,000 
was 24 percent of the aggregate cost, $26,500,000 was 33.8 percent of 
the aggregate cost, and $32,800,000 was 42.2 percent of the aggregate 
cost. 

The Cuatrman. Will you go over those heures for me? 

Mr. Morse. $49,800,000 was 39 percent ; $2214 million, 17.6 percent ; 
$55 million, $55,700,000, 43.4 percent. 

Do you w ish me to repeat the same percentages ? 

The Cuarrman. That isallright. [have those. 

Mr. Morse. Nuclear power: The bill, H. R. 9654 provides that the 
new transatlantic superliner shall be equipped with nuclear propul- 
sion, the purpose, the bill states, is to make the vessel competitive 
during its useful life and to prevent premature obsolescence. 

In view of the construction of the nuclear-powered U.S. Savannah 
to be ready in 1960, the economic noncompetitiveness of present 
nuclear-propulsion plants as compared with conventional power- 
plants, we recommend against the use of nuclear propulsion in this 
vessel. 

Before installing nuclear propulsion into a vessel of the size, power, 
and capacity of the superliner, we should have reasonable assurance 
of plant operability and economic performance. 

We are at the present time constructing the the first nuclear- 
powered commercial vessel. We will be gaining our first practical 
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engineering knowledge of the use of nuclear power for this type of 
transport ation. 

We need the advantage of practical experience in operating such 
a vessel, particularly in foreign commerce. When we have some 
such practical experience w ith smaller propulsion plants and when 
we have prospects for an economically practical plant, we should be 

eady for the use of nuclear power in large units for commercial ocean 
transport of passengers. 

Meantime, we plan to use every effort in the engineering and devel- 
opment leading to successful, economic use in competition with con- 
ventionally powered ships. 

It is also desirable to have the experience of operating the U. S. 
Savannah in connection with the problems of securing insurance 
for a nuclear-powered vessel. 

At present it is likely that underwriters who are available to cover 
marine builders risk and marine navigation hull insurance would 
exclude from coverage all consequences of nuclear incidents. 

If any coverage is available for these specific risks, such amounts 
‘cannot at present be predicted. 

Reluctance of underwriters is based upon lack of experience with 
this type of propulsion and the many legal questions as to liability, 
particularly in the case of vessels trading internationally. 

It is probable that similar difficulties will apply to the procure- 
ment of marine protection and indemnity insurance. 

Inquiry has been made as to the probable cost of installing nuclear 
propulsion in the superliner. Only an approximate figure can be 
ventured as to that cost. It would be in excess of $100,000,000 ad- 
ditional cost. 

The CHatrMan. Before we pass the nuclear power, between nuclear 
power and existing power, what would be the estimated difference in 
the time for the construction of the vessel ? 

Mr. Morse. Minimum of 1 year additional assuming we utilize 
existing powerplants that have been developed, Mr. C hairman. 


PROJECTION OF OPERATING RESULTS 


A projection of operating results on the basis of operating a sister 
ship to the steamship nited States has been dev eloped. This pro- 
jection has been prepared, using as a base the past 514 years’ experi- 
ence of operating the steamship United States by the United States 
Lines Co. 

During this period the SS. United States experienced an average 
passenger utilization of 96 percent of normal total capacity. 

Now, I might interpolate to say that that is about the optimum 
that anyone can expect in any year-round operation, and they have 
had no strikes or lay-ups, as indicated by General Franklin. 

Insofar as the steamship U/nited States is concerned, the results for 
this period indicate an average net profit of approximately $1,300,000 
annually after subsidy and provision for the portion of taxes con- 
sidered properly allocable against the earnings of this ship. 

This produced an average return of approximately 10 percent on 
the capital employed, which consists of the company’s equity in the 
ship and average working-capital requirements. 
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For a period of 5 of these same years, the average results of operate 
ing the steamship America after subsidy were a net loss of $227,400. 
When combined with the net profit on the steamship United States, 
after subsidy and taxes, there is produced a return of 7.73 percent 
on capital employed. 

I might interpolate to say that $56 million is our computation of 
the cost of the ship to the U nited States Lines at 30.7-knot speed 
after 47-percent construction subsidy. 

Mr. Mamurarp. Mr. Chairman, might I interrupt at this point? 
The record might be a little confused. When we were talking about 
this combined profit picture a few minutes ago, you said 914 was 
the combined total. This comes out 7.73. 

Mr. Morse. I was in error when I said 914 percent. 

Mr. Marut1arp. I think the record should be corrected at that point. 

Mr. Morse. Thank you, Mr. Mailliard. 

On the assumption of a projection using the above results on the 
steamship United States, ona considering “the combination of these 
results with a sister ship costing the company approximately $56 
million, and considering the operating results of this ship for this 
same period to be the average reflected for the steamship United 
States, there would be projected a combined profit of approximately 
$1,540,000, which, on the basis of the capital employed applicable to 
both ships, would produce an estimated return of 5.6 percent after 
subsidy and taxes. This assumes an interest rate on financing the 
owner's cost of construction of 5 percent. 

I will interpolate to say that that would be 41, or 414 percent private 
financing plus one-half of 1 percent for mortgage-insurance premium. 

If the interest rate was 314 percent, the ‘combined results would 
indicate a profit of $1,800,000, or a 6.6-percent return on capital 
employed. There, again, that is after taxes and after subsidy. 

Taking the figures for the sister ship alone on the cost of $56 million, 
and considering an interest rate of 5 percent, all other factors identical 
to the steamship United States, with the exception of depreciation 
based on the $56 million cost and the higher interest rate, there is 
projected a return of 1.6 percent on the sister ship itself on the basis 
of capital employed. 

On the basis of a 314-percent interest rate, the projected return 
would be 5.5 percent. 

Utilizing the same basis as above, but considering a sister ship cost- 
ing $47 million, and assuming an interest rate of 5 percent, the com- 
bined result is estimated at 7.5 percent on the basis of capital employed. 

I will interpolate to say there that the return to the United States 
Lines Co. on that basis substantially is identical to the return to them 
for the operation of the United States and the America today. 

At an interest rate of 314 percent, this return on capital employed 
would be increased to 8.4 percent. 

The CHatrman. You say this 7.5 is identical with the return on the 
America and the United States today ? 

Mr. Morse. Substantially. 

The Cuairman. The sister ship would not bring a greater efficiency 
and greater return on the operation of the ships ? 

Mr. Morse. At 5 percent. That is the difficulty. The high interest 
rate and the high depreciation is causing the difficulty here. It would 
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be a profit able operation, whereas the America loses over $200,000 per 
year; because of the interest factor, the earnings capac ity is partially 
offset. 

Mr. Totierson. There is a factor of the difference in capital invested 
in the America and the new ship, too. 

Mr. Morse. A very substantial difference. The annual depreciation 
on the sister ship costing $47 million is $2,193,750. 

If we assume the sister ship costs $56 million, the annual depreciation 
is $2,643,750. 

Mr. MariirArp. What is the annual depreciation on the America? 

Mr. Morse. My recollection is it is in the neighborhood of—— 

Mr. Maitirarp. Less than half a million dollars, is it not ? 

Mr. Morse. I will have to supply that for the record. I think 
is less than half a million dollars. (The actual figure is $596,994. ) 

The results of the sister ship itself, on the basis of a $47 million cost, 
indicate a return of 4.9 percent on capital employed. 

At an interest rate of 314 percent, the return would be increased to 
6.8 percent on capital employed. 

If the steamship United States were to continue operating as a 
single passenger-ship operation, and if it were assumed that the present 
average operating results continued—a factor of considerable doubt 
if fortnightly sailings only were available to the public—the average 
profit after subsidy and taxes is estimated at $1,265,774, which repre- 
sents a return of 9.6 percent on capital employed. 

This reduction in profit results from the greater absorption of ad- 
ministrative expenses and overhead allocable to the steamship United 
States under the revenue formula used in allocating these expenses 
with the exclusion of the revenue of the steamship America from con- 
sideration in the allocation process. 

It is not contemplated that any material savings will result in 
administrative expenses and overhead as a result of the operation of 
a single passenger ship. 

In the calculation of these projections, the only financing costs con- 
sidered have been interest on the permanent mortgage at 31% or 5 
percent, respectively. 

When consideration is given to other costs of private financing, 
consisting of interest during the construction period, commitment fees, 
and insurance premium, there is developed an additional cost of 
approximately $3,500,000 on a ship costing the operator $47 million. 

It is estimated that these costs would be $4,100,000 on a ship costing 
$56 million. 

The effect of these increased financing costs would be a reduction of 
approximately three-quarters of 1 percent in the ratio of return on 
capital employed from that previously indicated. 

Now, that is all of the prepared statement in respect to the steamship 
United States. We have worked up quite complete figures on pro- 
jected earning capabilities of the steamship United States with a 
sister ship at $47 million with 314 percent and 5 percent interest, at 
$53 million with 2 interest rates, at $56 million, and at $60 million. 

If you wish it for the record, we will be pleased to supply it. 

The Cuarrman. Yes, we will be glad to have them for the record. 

(The material referred to follow :) 
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Mr. Morse. A question was asked also during the day as to passenger 
traffic. The figures I have for 1938 showed that the total outbound 

yaterborne passenger traflic in 1988 was 255,863, twenty-four thou- 
sand-odd being carried in United States flag and 231,500 being ec: ried 
in foreign flag. 

Inbound there were 305,411, 34,900 in American flag and 270,500 in 
foreign flag. 

In 1953, total outbound was 316,943. United States flag, 71,710; 
foreign fi: ug, 24 D232. 

Inbound, 353,719. United States flag, 76,966; foreign flag 276,753. 

1956, sullen 335,152. United States flag, 73,584; foreign flag 
261,568. 

Inbound, 400,770. United States flag was 80,677; foreign flag, 
320,093. 

Mrs. Sutitivan. Was that all traffic, or was that to and from Europe? 

Mr. Morse. Passengers carried between United States, North Atlan- 
tic, and United Kingdom, Europe and Mediterranean area. 

Mrs. Sutuivan. In other words, it is on the Atlantic side? 

Mr. Morsr. Yes, just the Atlantic. That includes not only pas- 
senger ships, but passenger combination ships and freighters. 

Also, there was an inquiry about the vessel and speeds for the blue- 
ribbon transit of the North Atlantic. 

I have here a clipping from the Norwegian Shipping News of 
November 22, 1952, that starts back in 1838. ~The speed was 6.70, but 
getting hone to more recent times this goes through 1952 and that 
isthe most recent speed record. 

In 1900, for example, the Deutschlander was 24.37. 

In 1909, the Mauretania, 26.06. 

1929, the L’uropa, 27.92. 

Then it gradually ine hes upward until 1938, the Queen Mary, 31.69. 

1952, the United States, 35.59. 

Transpacific passenger traffic and the proposed Pacific superliner: 

The vessel replacement program of American President Lines in- 
cludes the construction of a passenger vessel for use in its subsidized 
transpacific service. According to information on file with the Mari- 
time Administration, the proposed vessel will have the following 
characteristics : 

Length overall : 908’ 6’’ 

Speed (knots) : 26 

Passenger accommodation, total : 1,490 *—1,450 to 1,490: 
First class, 568 
Cabin class, 319 
Tourist class, 603 

The proposed vessel is to be operated on the company’s transpacific 
passenger-cargo service, on which regular service is required by the 
terms of the operating differential subsidy agreement contract 
FMB-50 on a minimum ‘of 24 and a maximum of 26 ; sailings per an- 
num. The service is described as am ¢ 

“Between San Francisco, Honolulu, Japan, Hongkong, and Manila, 
with permissive calls at Los Angeles and Shanghai. * * *” 


‘Based on preliminary plans representing normal arrangements by class. Certain ac- 
commodations in each class ean be converted to the next higher or lower class as required 
by demand. 
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The company is presently serving two ports in Japan—Kobe and 
Yokohama—and is not serving Shanghai. 

Should trading limitations with China be relaxed, calls at one 
Japanese port—presumably Kobe—probably would be eliminated so 
that Shanghai could be served. 

The transpacific passenger service is at present maintained with 


the three combination passenger-cargo vessels of the following char- 
acteristics : 


| President Cleveland President Wilson | President Hoover 
| 
Length overall... ; 609 feet 534 inches | 609 feet 534 inches 475, 
Speed 19 | 19 17}4. 
Passenger accommodations, total 758 | | 758! 216 (one class). 
First class 326 326 216. 
Cabin class. __--. | 
Tourist class 432 | 432 
Built 4 | 1947 | 1948 1939. 


1 Certain rooms are convertible which could increase overall capacities slightly. 


These ships transported about 18,500 passengers in 1957. 

Only one other carrier offers passenger service at present with com- 
bination passenger-cargo vessels in direct competition with American 
President Lines. This competition is provided by OSK, a Japanese- 
flag operator who offers about one sailing a month in its Japan- 
California service. 

However, it should be pointed out that Japanese interests have been 
discussing for the past several years the construction of 3 combination 
passenger-cargo vessels which could accommodate, depending on vessel 
capacity, between 15,000 and 25,000 passengers annually. 

Further, the new releases of Sunday, February 2, 1958, announced 
the building of 2 new superliners expected ready in 1961, for a new 
service by P. & O. Line—British fl ag—which it is stated can accommo- 
date 20,000 passengers transpacific per annum between United States 
Pacific coast ports and the Far East—Japan, Philippines. 

Thus, it is apparent that the operations of each of these operators 
will provide additional surface competition on the route with large 
modern passenger lines. 

The company also announced that services will begin in March 1958, 
and will be maintained with existing passenger vessels until the new 
ships are ready for service. 

American President Lines for the past several years has been 
operating its transpacific passenger-cargo vessels at better than 75 
percent capacity, or approximately the salable sxapacity of the ships, 
particularly the first-class accommodations, outward and inward, 
and the tourist class inbound. 

None of these vessels employed by American President Lines on 
the service are fitted for the carriage of cabin class passengers. 

The California-Far East passenger carryings of the transpacific 
passenger-cargo ships of American President Lines by class of accom- 
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modation, out and in separately, for calendar years 1955, 1956, and 
1957, are shown below : 


Outbound Inbound 
Yea i* 

| Total First Tourist Total First Tourist 

| class class | class class 

| 
1955 _ 7 | 6, 202 3, 356 2, 846 | 9, 681 3, 815 | 5, 866 
tae 6 | 7, 062 3, 985 3,077 | 9, 596 | 3, 761 | 5, 835 
1957 1 8, 307 | 15,051 3, 256 10, 214 1 4, 960 | 5, 254 


‘The SS. President Hoover entered service in February and since that time has provided extra 1st-class 
passenger capacity on the service. 


Transpacific passenger travel has shown continued growth for sev- 
eral years at a fairly rapid pace, although like the transatlantic trade 
the greater portion of the growth has been in air travel. 

The lesser increase in sea travel has been due to a Jar ge degree to the 
lack of available accommodations on the surface carriers and has flue- 
tuated due to the use of controlled tonnage of the Dagens of De- 
fense, carrying among other passengers, military dependents. 

The volume of transpacific passenger travel for fiscal years 1955, 
1956, and 1957 is hereinafter shown. 


Volume of passenger traffic betwween United States and China, Hong Kong, Japan, 
Korea, and the Philippines—Evcludes military; includes dependents 


1957 1956 | 1955 

Total 240, 572 205, 346 196, 495 

Sea 89, 309 84, 416 104, 668 
Air ‘ 151, 263 120, 930 | 91, 827 


Analysis shows that in 1956 the volume of traffic moving by air 
exceeded the volume moving by sea when 59 percent of the total moved 
by air. 

In 1957, despite an increase in the volume of sea travel, air travel 
showed further gains and represented 63 percent of the total. 

A study of the point of origin and destination of trans-Pacific pas- 
sengers indicates that the great majority of such passengers moved 
between Japan and the Philippines and the United States, and that a 
large proportion are Government sponsored—dependents, civilian, 
employees, et cetera. 

Despite the large volume of trans-Pacific passengers shown as mov- 
ing by sea—89,000 in 1957—commercial carriers—United States and 
foreign flag—all vessels—transported only about 22,000 due to limited 
capacities. 

Thus it becomes apparent that the initial success of adding an addi- 
tional passenger liner—with an annual capacity of about 24,000—to 
the trans-Pacific service depends on the cooperation of the Govern- 
ment in utilizing commercial vessels when available. 
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On a long-range basis, it is feasible to estimate that an ample number 
of passengers will be available within 5 to 10 years to support the pro- 
posed operation of this and other existing trans-Pacific combination 

yassenger-cargo vessels both United States and foreign flag. 

Additional traffic will be generated first from a business viewpoint, 
since the far-eastern countries involved are important markets for the 
expanding industrial output of the United States and the United States 
is a source of many raw and semifinished materials needed in the areas, 
and, secondly, from a tourist viewpoint, the United States Pacific coast 
has experienced a rapid increase in population and the areas in the 

“ar East offer many tourist attractions. Thus the continued growth 
and prosperity of the two areas are closely related. 

Two of the vessels presently employed by the company, steamships 
President Cleveland and President Wilson, were built in 1947-48, spe- 
cially fitted for the service. These two vessels are operating at or near 
salable capacity. 

The third vessel, steamship President Hoover, was recently acquired 
as a temporary measure to accommodate passengers in excess of the 
company’s ability to otherwise handle. 

The steamship President Hoover—ex Panama—was built in 1939, 
and will be 20 years old in the near future. The vessel cannot, due to 
speed and the number of passenger accommodations, be properly co- 
ordinated with the operations of the Cleveland-Wilson and, in fact, 
the vessel normally omits Los Angeles and Honolulu in order to cor- 
relate its schedule to a limited degree with the other two vessels. 

The passengers being carried by the steamship President Hoover 
represent a nucleus which could be readily expanded in support of the 
operations of a third vessel of suitable design in the trade. 

However, since the proposed new vessel will have a capacity of be- 
tween 1,450 and 1,490 passengers, it would appear that at 80 percent 

of salable capacity about 1,100 passengers would be carried each 
outbound sailing. 

Based on a 32-day voyage a total of about 24,000 passengers—1,200 
each way—must be transported annually to operate at 80 percent 
utilization. 

American President lines only carried about 18,500 passengers— 
total out and in—during calendar year 1957. 

Thus, it is apparent that the company must in the event a passenger 
liner is constructed, increase its passenger carryings by over 125 per- 
cent immediately upon introduction of the new vessel into service, or 
alternately reduce its present trans-Pacific combination passenger- 
cargo fleet by the number of units required to operate the vessel on an 
economic basis. 

Passenger traffic on the area has shown a 52-percent increase during 
the 5-year period since 1954. It is expected, based on passenger traflic 
trends in this and other areas, that such passenger traflic will continue 
to increase, in which event ample tr affic should be available by 1961 to 
support the operations of eee rer ay vessel, 

Therefore, from a traffic viewpoint, it appears that there would be 
adequi ite passenger traffic moving on the area to support the operation 
on the service of a third vessel—which would replace the President 
Tloov cr. 

It should be noted that there does not appear to be a practicable 
method of fully integrating the schedules of the new liner and the 
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steamships President Cleveland and President Wilson. However, a 
satisfactory schedule could be obtained by the use of Los Angeles and 
Kobe as ports of call, or omission of one or both on certain voyages by 
the steamships President Cleveland and President Wilson. 

If the announced plans of competing surface carriers are carried 
out, the operator will meet with strong competition. The competition 
thus generated would be of direct nature and would probably be felt 
more keenly than that which is presently provided by competing air 
carriers. 

Therefore, prompt action should be taken on the proposed construc- 
tion in order the modern United States flagships will be in position to 
effectively meet this competition. 

Cost and design of a proposed trans- Pacific liner: 

Under date of January 6, 1958, American President Lines trans- 
mitted preliminary deck arrangement plans and the commercial char- 
acteristics of their proposed new trans-Pacific passenger vessel. The 
principal characteristics for the new ship compared to their present 
passenger-cargo ships, the steamships President Cleveland and Presi- 
dent Wilson, now operating in this same service, are as follows: 


Proposed 26-knot Steamship 


Characteristics | liner ' President 
Clereland 

Length overall 908 feet 6 inches 609 feet. 
Length on waterline 861 feet 590 feet. 
Beam 103 feet 75 feet. 
Dry bale capacity (cubic feet) 140,000 225,000. 
Reefer capacity (cubic feet) 30,500 _.| 32,000. 
Liquid cargo (tons) 1,412 | None. 
Speed 26 knots | 1944 knots. 
Passengers. ---. 1,450 | $28. 
Crew 721 | 577. 
Gross tonnage 43,000 (approximate) - -| 15,437. 


The processing of this application is in a very preliminary stage. 
Supporting design calculations have not been submitted and, there- 
fore, the plans and specifications have not been sent to the Depart- 
ment of the Navy as required by section 501 (b) of the act, for pur- 
poses of determining whether national defense features, if any, are 
required. 

The total estimated domestic cost including escalation, changes, 
owner’s items, et cetera, but without national defense features, is $76 
million. 

In other words, we are saying that the commercial equivalent would 
cost $76 million. 

On the basis of an estimated 47 percent construction-differential 
subsidy rate, the total cost will be apportioned $35,700,000 to the 
Government, and $40,300,000 to American President Lines. 

Due to the current reduction in foreign shipbuilding activities and 
consequent stabilization of foreign costs which was not evident during 
the preparation of the fiscal 1959 budget, the present estimate for 
Government. participation is $1,70,000 higher than the original or 
budget figure. There is corresponding reduction in the cost to the 
American President. Lines. 

The next comment IT have has reference to the outstanding bids on 
the steamship United States. 
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The bills differ as to the use of the 1957 bids for construction of the 
superliner. 

In view of the lapse of time between the outstanding bids and the 
execution of contracts and the lessening of new construction work in 
the shipyards, there is a possibility that rebidding may result in 
slightly reduced cost. 

On the other hand, the bids are open until canceled by the bidders, 

It is our opinion that rebidding would not tend to promote the in- 
tegrity of competitive bidding. 

As a practical matter, the original bids were considered very com- 
petitive and there is no assurance that the Government would defi- 
nitely benefit by rebidding. 

Now, I have a statement here also to indicate the different approach 
of American President Lines—— 

The Cuarman. Do I gather that the Board considers the existing 
bid a fair bid at this time ! 

Mr. Morse. I would prefer to speak for myself because I have not 
discussed this question with the Board. I feel that it is a fair bid. 

The CHarrman. And you are bound by the bid until you get a dec- 
lination ? 

Mr. Morse. The bid is open at this date so that we could accept 
it today and the bidder is obligated to proceed with his bid—we 
are not bound by his bid. We can reject the bid, but I think as a 
matter of integrity in bidding we should not do so. 

The CuarrmMan. You are not bound by the bid? 

Mr. Morse. No, sir; we could reject the bid. 

The Cuarrman. The bidder has not put up a deposit ? 

Mr. Morse. He has put up a deposit. 

The Cuarrman. That has been standard ? 

Mr. Morse. Yes, sir. 

The financial results of operating the proposed ships as submitted 
by both United States Lines Co. and American President Lines vary 
as to the basis used. Therefore, it is difficult to draw a comparison 
as such on either basis presented. 

A basis which we have used in the Maritime Administration, using 
the same basic figures and the same basic assumptions as are used by 
the companies, to the extent possible, has been developed. 

I have already referred to the financial results concerning the re- 
placement of the steamship America, which were projected to de- 
termine what the results would have been had a sister ship to the steam- 
ship United States been operating during the past 514 years, with 
the same earning capacity as the steamship United States, and with 
the cost of the sister ship calculated on the basis of current construc- 
tion costs. 

We have further developed a projection in which we have attempted 
to reconcile the financial results of both the replacement of the steam- 
ship America and the superliner for the transpacific service. Wehave 
used the assumptions made by both companies that there would con- 
tinue throughout the life of both ships the same earning capacity, 
which assumption, of course, is highly optimistic. 

Taking first the replacement for the steamship America, assuming 
a replacement ship costing the operator $47 million, and further 
assuming as capital employed an amount representing the downpay- 
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ment 25 percent in each case. After allowing for depreciation and 
interest computed at the rate of 314 percent over the life of the ship, 
and after taxes, there is a resulting net profit of $1,045,685, which rep- 
resents 8.9 percent of the capital employed—or downpayment—on the 
ship. 

If we were to further allow for a provision for interest during the 
construction period at 314 percent and amortize this interest over the 
life of the ship, the resulting adjusted net profit would be approxi- 
mately $1 million, or a return of 7.36 percent on capital employed. 

Now, taking the transpacific liner and making the same assump- 
tions, the results as noted in the American President Lines presenta- 
tion at an interst rate of 314 percent are an average profit of $431,741. 

Comparing this with the capital employed. —downp: 1yment—of this 
ship, the results are 3.7 percent on capital employed. 

If private financing was resorted to and we were to assume on this 
basis an interest rate of 5 percent, the adjusted net profit on a replace- 
ment ship to the steamship America costing $47 million on this basis 
would be $795,000, or a ratio of 6.3 percent on capital employed. 

On the basis of private financing, in the case of the American Presi- 
dent Lines ship, the average adjusted net profit would be $224,000, or 
areturn of about 2.15 percent on capital employed. 

Utilizing these same assumptions, on a replac onpene ship costing the 
United States Lines Co. $56 million, on a basis of 31 6 percent interest 

rate during the construc tion period, and on the morte: ige, a return on 
capital employ ed is estimated at 4.43 percent, whereas, “under private 
| financing at an interest rate of 5 percent, the return is estimated at 
| 3.16 percent. 
The Cuarrman. That concludes your general statement, does it ? 
Mr. Morse. Yes, sir. 
The CuHatrMan. Mr. Morse, we will have to recess now until Monday 
1 at 10 o’clock. 
Would that be convenient for you to return at that time? 
: Mr. Morse. Certainly. 

The Cuarrman. The committee will adjourn now until Monday 
morning at 10 o'clock. 

(Thereupon at 5 p. m., the committee was recessed, to reconvene 
at 10 a. m., Monday, February 10, 1958.) 
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MONDAY, FEBUARY 10, 1958 


Howse or REPRESENTATIVES, 
COMMITTEE ON MERCHANT MARINE AND FISHERIES, 
Washington, D.C. 

The committee met, pursuant to recess, at 10 a. m., in room 219, Old 
House Office Building, Hon. Herbert C. Bonner, chairman of the com- 
mittee, presiding. 

The CuarrMan. The committee will come to order. 

We will continue with Mr. Morse, who was testifyimg when we fin- 
ished on Friday. 


STATEMENT OF CLARENCE B. MORSE, CHAIRMAN, FEDERAL 
MARITIME BOARD—Resumed 


Mr. Morse. Mr. Bonner, I read a fairly long statement into the rec- 
ord. I think it would be ‘simple for the committee if I briefly sum- 
marized the substance of what I said. 

The Cuairman. All right, that is fine, Mr. Morse. 

Mr. Morse. We made substantially, 4 points. 

The first is that in view of the historical use of the States at 30.7 
knots we cannot justify a ship as a commercial equivalent at less than 
30.7 knots. 

The second point is we are not in support of atomic power on the 
America replacement. 

The third point is we do not feel that there is justification for 
having the America replacement rebid. 

The fourth point is that the figures show that the United States 
Lines is asking for a substantially greater return on its investment on 
the America re epl cement than is the American President Lines for the 
passenger ship that it is proposing to build. 

The CHatrrman. Mr. Gross. 

Mr. Gross. Mr. Morse, one of the reasons for building a superliner 
for transatlantic service is because of competition; is that correct? I 
believe you so stated. 

Mr. Morse. Yes, sir. 

Mr. Gross. The French are now building a superliner. I believe 
your testimony shows it is a 31-knot superliner. 

Mr. Morse. Yes, sir. 

Mr. Gross. About the size of the ship that you propose. 

Mr. Morse. About the same size as the steamship United Ntufes. 

Mr. Gross. However, not quite as large as the one projecte | here. 

Mr. Morse. The one projected here is a duplicate of the steamship 
United States. 
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Mr. Gross. So that the ship the French are already building would 
be comparable to the ship proposed here for transatlantic service ? 

Mr. Morse. Yes, sir. 

Mr. Gross. What is the cost of that ship ; do you know? 

Mr. Morse. Yes, we have figures on that. I have both the contract 
cost and the estimated adjusted price basis. The total cost after ad- 
justments or escalation will be approximately $75 million. The cost 
to the owner is estimated to be $56,250,000, and the French Govern- 
ment subsidy $18,750,000. 

Mr. Gross. Is this new liner completely air conditioned that we are 
proposing to build? Willit be completely air conditioned ? 

Mr. Morse. That we are proposing to build ? 

Mr. Gross. Yes. 

Mr. Morse. Yes, sir. 

Mr. Gross. And so will the French liner; is that correct? I noticed 
an item in the paper yesterday that it was supposed to be completely 
air conditioned. 

Mr. Morst. Mr. Hoffman tells me that the French ship is supposed 
to be air conditioned. 

Mr. Gross. Crew quarters and everything? 

Mr. Morse. Yes, sir. 

Mr. Gross. I wonder where the French are getting the money in 
view of the fact that they just walked out of Washington the other 
day with $665 million and they are supposed to be bankrupt. I 
wonder where they are getting the money to build their ship. You 
may be in no position to comment on that, but I cannot help but 
wonder how many transatlantic liners we are building, whether we 
are building 1 or 2; whether we are building one for the French 
to compete with us. If you have any comment on that I would like 
to have it. 

Mr. Morse. I do not know the facts on that. 

Mr. Gross. You probably saw in the paper the other day that they 
got another $665 million from the United States I cannot understand 
how the French can build a superliner without help from this country. 

Mr. Morse. I could speculate but I do not think any speculation 
would be of any help to this committee. 

Mr. Gross. That is all, Mr. Chairman. 

The Cuarrman. Mr. Dellay ? 

Mr. Deviay. No questions. 

The CuarrmMan. Mr. Curtin? 

Mr. Curtin. No questions. 

The Cuarman. Mr. Allen? 

Mr. Auten. Thank you, Mr. Chairman. 

Mr. Morse, what is the theory of the subsidy that the French Gov- 
ernment pays? Is it national defense, or is it to help employment, 
or what is the philosophy ? 

Mr. Morse. I think on the premise that their shipbuilding costs are 
more expensive than the other countries in Europe, primarily West 
Germany, Holland, and England. 

Mr. Auien. Do you know if they build with materials that they 
can obtain with francs, or do they have to go into the international 
market for their material ? 

Mr. Morse. I cannot answer that, sir. 


| 
| 





ld 


ly 
d 


Tr 


u 
it 
e 


SUPERLINER LEGISLATION 257 


Mr. Auten. Do you know whether they build into a French liner 
competitive to the States anything like the national-defense features 
that we build in? 

Mr. Morse. My guess would be in the negative. To the best of our 
information it is just a straight commercial ship at 31 knots. 

Mr. Auten. That would sort of indicate that our ship in the case of 
emergency is to carry the fight somewhere else, but all they are inter- 
ested in is carr ying the passengers commercially. 

Mr. Morse. That is right. 

Mr. Gross. Will you yield ? 

Mr. Auten. Yes. 

Mr. Gross. That can apparently account for the fact that the story 
in yesterday’s newspaper said that this steamship F’rance would cost 
$78 million rather than $75 million, a difference of only $3 million. 
That apparently accounts for at least some of the difference there 
between the cost of their vessel and the one proposed to be built by the 
United States. 

Mr. Morse. Very definitely. We have additional speed included for 
a national defense ship. 

Mr. Gross. Ours is what speed, again ? 

Mr. Morse. The published speed of the steamship United States was 
35 knots, but the top speed is secret. 

Mr. Gross. Thank you. 

Mr. ALLEN. While we have been talking about a 30.7-knot vessel in 
this case, that is the commercial speed for the basis of subsidy and there 
is additional speed in the new vessel that would go 3, 4, 5 knots more, or 
whatever it is? 

Mr. Morse. That is right, and would be picked up as a national 
defense cost. 

Mr. Atuen. Thank you, Mr. Chairman. 

The CuarrmMan. What would be your idea or estimate, were defense 
features built in the French vessel, of the additional cost? 

Mr. Morse. We estimate that the cost of the America replacement 
as a 30.7-knot ship would be $105,500,000 delivered ship as a com- 
mercial ship and that the national defense cost is another $2214 million. 
It would be that relationship of $105,500,000 to the $75 million esti- 
mated cost of the French ship, so I would assume it would be about 
three-quarters of $2214 million, or $1714 million in round figures, 
additional cost for defe nse features if the same defense features were 
included in the steamship France. 

The CHarrman. And the differential in foreign cost to France is the 
ratio of what in comparison to our foreign-cost differential? What 
is the ratio? 

Mr. Morse. We are tentatively estimating a 47 percent construction 
subsidy for the America replacement. 

The Cuamman. That is based on the most economical and sub- 
stantial foreign ability to build? 

Mr. Morse. Yes, sir. 

The CuatrmMan. Then the French allow, you say, approximately $18 
million in their differential. What would be then the total differ- 
ential ? 

Mr. Morse. There is roughly one-fourth, roughly 25 percent. 

The Cuarrman. There is roughly 25 percent ! 
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Mr. Morsr. Yes, sir. 

The Cuarrman. Then ours would be pretty close to 50 percent ? 

Mr. Morse. Ours is nearly double their differential. 

The Cuarrman. Yes, it would be about 50 percent. 

Mr. Morse. Yes, sir. 

The Cuairman. That is what I thought. 

Mr. Tollefson ? 

Mr. Morse. Mr. Chairman, in my initial statement this mornin 
there was one point which I failed to mention earlier which I woul 
like to have included and that is that we feel that the American 
President Lines bill is premature. We do not feel that they have yet 
established that they are unable to build under the existing legisla- 
tion or with public financing, because we are using a probably higher 
construction subsidy rate than they were using for their computation. 

We are talking about 47 percent whereas they used, I believe, 43 
percent in their computations, so it will materially affect the return 
on their investiment. Therefore, I think that they can build with 
private financing even under the existing law and still receive the 
same return on their investment that they were talking about with 43 
percent subsidy and public financing. 

Mr. Totterson. The chairman was discussing with you Freneh 
construction subsidy money. 

Mr. Morse. Yes, sir. 

Mr. Totterson. Can you tell me why the French have a construc- 
tion subsidy ? 

Mr. Morsr. It was our experience in checking building costs in for- 
eign countries that the French costs were higher than West Germany, 
Holland, or England. 

Mr. Totterson. Were they that much higher ? 

Mr. Morse. In that general area; yes, sir. 

Mr. Totierson. About 25 percent higher ? 

Mr. Morse. Yes, sir. 

Mr. TotieFson. What I was getting at was I wanted to ascertain 
whether it was the same kind of a construction subsidy that we have, 
or if it was a subsidy designed only to help the shipping industry. 

Mr. Morsz. I believe it is the latter. I do not know precisely how 
it is computed but I believe it is arrived at more by a negotiation 
between the Government and the owner. 

Mr. Totxierson. So one of the objectives at least of that subsidy is 
in the form of Government assistance ? 

Mr. Morse. Yes, sir. 

Mr. Totierson. Whereas ours just is a differential subsidy paying 
the difference between the cost of building the ship there and the cost 
of building it elsewhere? 

Mr. Morse. Yes, sir. I think it is a distinction without a difference. 
The result to the owner is substantially the same, in other words. 

Mr. Totierson. I can see a difference. If one is strictly a differen- 
tial and the other is in the nature of assistance I can see some differ- 
ence. 

In your prepared statement on page 15, you speak of the replace- 
ment of the America and say that if the United States Lines paid 
$56 million as their share and used private financing their projected 
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return would be 1.6 percent and Government financing would bring 
them a projected return of 3.5 percent. 

Mr. Morse. Yes, sir. 

Mr. Toutuerson. Then on page 17, you say that from those figures 
should be deducted three-quarters of 1 percent. 

Mr. Morse. On the private financing basis, because the figure of 1.6 
percent is on an interest rate of 5 percent and it did not take into con- 
sideration the financing cost, commitment fees, and mortgage insur- 
ance premium. 

Mr. Totierson. So that the projected return on $56 million, using 
private financing, would not be 1.6 percent, but would be 1.6 percent 
less three-quarters of 1 percent. 

Mr. Morse. Not exactly, it would be 0.45 pere ent. 

Mr. Touterson. Would the same apply to 314 percent return on 
Government financing ? 

Mr. Morse. No, it would not apply there, because 344 percent would 
be the total interest rate. 

Mr. Totterson. However, you could say the same for the figure 
$47 million where you estimate the return would be 7.5 percent on 
private financing. You would have to deduct three-quarters of a 
percent from that, too? 

Mr. Morse. The 7.5 percent is the combined result of the two ships. 
On a $47 million ship, the return on the capital necessarily employed, 
assuming 5 percent interest, is 4.92 and 314 percent interest would 
be 6.81. You would deduct 1.4 percent from 4.92 and you would 
have roughly 3.5 percent as the return on the 5 percent basis. 

Mr. Totuerson. On the APL ship the bill asks for Government 
financing and suggests that a provision be made with respect to the 
amount of the subsidy. If it were not for those two questions, then 
they could build the ship under present law, and that is the thing 
that you have in your mind, is it not? In other words, they want 
a provision in the bill so they suggest in effect that the differential 
subsidy might exceed 50 percent, which is the figure under present 
law. 

Mr. Morse. Yes, sir. 

Mr. Totierson. Then they ask for Government financing. 

Mr. Morse. Yes, sir. 

Mr. Totierson. Those are the two items that concern you? 

Mr. Morse. That is correct. 

Mr. Totierson. And you are saying, in effect, that there is no need 
for those two items and that they can build the ship under the 1936 
act ¢ 

Mr. Morse. Until the ship is built without those no one knows 
whether they will exceed 50 percent or not exceed 50 percent. I 
think it is premature to ask that the legislation be opened for this 
specific case until we know it cannot be built under existing law. 

Mr. Totierson. That is all, Mr. Chairman. 

The Cuairman. That statement is in respect to the American Presi- 
dent Lines ? 

Mr. Morse. Yes, sir. 

The Cratrman. Mr. Morse, tell me what has transpired since we 
held the first hearing on this subject when at that time we were 
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mutually of the opinion that the America could not be replaced under 
existing law. 

I do not care to waste the time of the members of this committee and 
I do not want the committee to be embarrassed. I want to in all 
ways possible conduct the affairs of this committee with dignity and 
with forethought, and not unnecessarily to take up the time of the 
members of the committee, but evidently something has transpired 
since the time we held the first hearing on this subject. 

Mr. Morse. There has been no change in my thinking, Mr. Bonner, 
at any stage of the game. When the United States Lines first. dis- 
cussed with me the question of putting in a special bill and I first 
saw the special bill that they were proposing, I said that I would 
have to check it out at higher level whether there would be any ob- 
jection to having a special bill put in. J did check it out and I ob- 
tained a statement that there would be no objection, but I stated at 
that time to General Franklin, and I have since stated and I repeat 
today, that I did not approve $47 million as the’ price nor did I ap- 
prove Government financing. I thought it could be built with 
private financing. 

What we are talking about fundamentally is the willingness of 
the United States Lines Co. to build a ship if they are not "assured 
10 percent return on their capital necessarily employed. Funda- 
mentally, that is the only pealiiens we have and that turns only on 
the question of speed. We have no problem with the $47 million ship 
if we are talking about 2814 knots, but I, as one member of the 
Board, and Mr. Stakem is here and I am speaking also for Mr. 
Stakem—lI do not know what Mr. Guill’s views are—Mr. Stakem and 
myself under the facts as they exist cannot and would not approve 
281%, knots as a commercial ship for construction subsidy. 

Fundamentally, we are talking about speed only, because there is 
no problem on the $47 million as the price of a 2814 knot commercial 
equivalent. 

If it is a 30.7 commercial equivalent our figures show it is going to 
cost a few hundred thousand dollars under $56 million. Our figures 
show $55,700,000. I do not think there is any in between. It is 
either the speed that the ship has been operated at or it is the speed 
of the (Jueens. 

In view of the fact that the French are building a 31-knot ship 
I do not see how we could justifiable approve the lower speed. 

The CuatrMan. Then the question here is to do what! 

Mr. Morse. I think there are only two solutions to this problem. 
One is the willingness of the United States Lines Co. to pay for the 
more expensive ship and accept a lesser return on their investment or, 
alternatively, if they refuse to do that and if we are going to get a 
ship built it will presumably have to be done as a result of legis- 
lation. 

The Cuatmman. Could it be said that the return based on the 31- 
knot ship isa fair return of capital investment ? 

Mr. Morse. It is certainly not a high return. For that ship alone 
the return is less than 1 percent. Certainly that is not a high return. 

The CuatrmMan. That is the point. It has been clearly shown that 
the ship is essential to the national defense. Do we all agree on that? 

Mr. Morse. I have no problem with that at all, sir. 
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The Cuarmman. That has been thoroughly established. 

Then is it fair for the Government to ask private industry to invest 
their money, private money, for the national defense in this specific 
case when you do not do it in other cases that provide instruments, 
and means, and tools for the national defense 

Mr. Morse. No, I do not think it is fair. 

The Cuatrman. So that is why we came up with this bill then. 

Mr. Morse. Yes, sir. 

The Cuamman. To determine just what should be done without all 
this window dressing we have gone through, to get right down to the 
meat in the coconut. 

Mr. Morse. The problem, as I see it, is we have on the Board level 
no alternative. It is either 30.7 or it is 2814 knots. There is nothing 
in between. 

The CHatrman. Under existing law. 

Mr. Morse. Yes, sir. 

The CHarrMan. — is the part I want in the record, so if we go 
to the House we have a case to show them. You either do this to have 
this part of the rabiet r defense or you do not do it and you do not 
have it. Is that cut and dried what it is? 

Mr. Morse. It is just that simple. 

The CrarrMan. I think we have taken a lot of the time of the com- 
mittee. I know every one of these men has some other things to do 
as I do and we have taken up a lot of time and we have heard the 
facts. Now we have gotten right down to the rockbottom case. I ap- 
preciate it and I think last year you realized this, did you not? 

Mr. Morse. Yes, sir. 

The CuHatrmMan. You and I had a talk about it and now it is whether 
the present administration, the present Congress, and the country 
want this ship, and the Navy has said it is necessary, and we have 
gotten right down to it. We would be asking in this case private in- 
dustry to do more than private industry does in any other case in 
supporting the national defense. 

Mr. Morse. I think it is most unreasonable to expect any private 
concern to invest its money on a speculative venture, as shipping is, 
and at an optimum operation getting no more than 1 percent on 
return. 

The CHarrMan. We would say that we reached the optimum in the 
operation of the United States over the past year or two. 

Mr. Morse. There is no question about it. 

The Cuatrman. The maximum that you could possibly get out of 
this ship or the sister ship ? 

Mr. Morse. You could not get any more. 

Mr. Gross. Mr. Chairman, has that not been under the most favor- 
able conditions, from a commercial standpoint, of 90-percent utiliza- 
tion, and can that be expected to go on indefinitely ? 

The Cuarrman. That is what we have just developed. 

Mr. Gross. Particularly if we are going to subsidize the building 
of competing vessels in ‘foreign countries I wonder how long this 
90 percent utilization can stand up? 

The Cuatrman. Mr. Gross, I think the dialogue between the Chair- 
man of the Maritime Board and myself has just brought the fact right 
out toa conclusion. It is going to be a question whether this ¢ ommit- 
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tee wants to report out a special bill in this instance, and I want to say 
this: that I am not going to be favorable to bringing in bills every 
time some operator wants to come in here with a bill to get a special 
ship built. I am not going to do it, but I have thought over this a 
lot and 1 have been convinced that we need it and we must have it, 
just as much as we would have any other ship in the Navy, any fight- 
ing ship. It is a question now of what are we going to do about it. I 
think as far as other witnesses go and other testimony goes we have 
just reached the top of the discussion. 

Mr. Totterson. Could I ask a question, 

The CHamman. Yes, sir. 

Mr. Totterson. As I get your point of view, you are in effect saying 
that we need the ship, but present law requires you to do certain things 
and you cannot go beyond that law. For instance, if the U nited 
States Lines, because of the fact that they have to invest money, feel 
that if they put in $56 million they are not going to make a return and 
therefore they will not build a ship, then we are not going to build the 
ship under present law, is that right 

Mr. Morse. That is the end result. 

Mr. Touterson. You said that there were two alternatives, either 
the company will agree to build under present law, or they will not 
build and if they decide not to build under present law then we will 
have to have a change in the legislation. 

Let me ask you this question: Would you oppose a special bill which 
would make the building of this ship possible ¢ 

The Cuarrman. I do not want to interrupt you, Mr. Tollefson, but 
Mr. Morse has been very frank about it and in the colloquy between 
him and me I think he answered my questions honestly and honorably. 
I have great respect for Mr. Morse and I know the position he is in. 
I do not want to crowd him too much, but you go ahead with your 
question. 

Mr. Totierson. Let me put it this way, then. You answer it or not, 
as you feel that you should. 

Do you know whether the Maritime Board would oppose a special 
bill? 

Mr. Morse. I know the Board would not oppose it. 

Mr. Totierson. That is all, Mr. Chairman. 

Mr. Maiuurarp. Mr. Chairman, may I ask a question / 

The Cuairman. Yes, Mr. Mailliard. 

Mr. Mamurarp. Would there not perhaps be an alternative as 
against having to bring in a special bill to build a special ship? Is 
not there perhaps some weakness in the law itself where we would be 
better advised to consider a change in the act which would enable the 
Board to take care of a situation like this 

Mr. Morse. There might be, but I think there is sufficient flexibility 
in the law itself. It is primarily a question of fact here as to what is 
the commercial equivalent. The United States Lines might come in 
and say the commercial equivalent is 2814 knots or is 2914 knots, but 
knowing the record of 30.7 for the last 5 years, I cannot accept that. 
I do not know whether I would be willing to accept it even if GAO 

said they would have no objection to it, because J just cannot get away 
from the fact that they have been using the ship at that speed. 
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Mr. Mamuiarp. However, is it not possible that we might have simi- 
lar situations in the future and I wondered whether we ought not to 
give at least some consideration to an amendment to the 1936 act, 
perhaps that under circumstances where a vessel could not be built 
under the provisions of the act, but where the Secretary of Defense 
certified that it was essential for national defense, the Board would be 
given more latitude? 

Mr. Morse. I would just be speculating on that, Mr. Mailliard. I 
just do not know the answer. 

I fear you are running into this breaking through the 50 percent 

ceiling on subsidy and I think I would oppose that. I think there are 
better ways of doing it. I do not know what they may be. Estab- 
lishing what are defense features may be the answer to it. 

I think the situations are going to be relatively few where a ship 
cannot be built under the existing law. 

Mr. Maruiarp. Then at least for the moment it would be your 
thinking that we should concentrate on whatever legislation is neces- 
sary to build this ship and not attempt to go beyond that ? 

Mr. Morse. Yes, sir. If I were writing the checks on these things 
IT would want to have the right to review the special few occurrences 
that arise rather than giving someone else authority to write a blank 
check on it. 

Mr. Maruurarp. That is all, Mr. Chairman. 

Mr. Gross. Mr. Chairman. 

The CnarrmMan. Yes. 

Mr. Gross. IT want to compliment Mr. Morse for that last state- 
ment. I think it would be unwise to open up the present act. This 
ship} is being built primarily as a passenger ship ; is it not ¢ 

Mr. Morse. Yes, sir. 

Mr. Gross. With the subsidiary, perhaps necessary, subsidiary, of 
defense, but it is being built primarily as a passenger ship ¢ 

Mr. Morse. Insofar as United States Lines is concerned. That is 
their only interest, the passenger operation. 

Mr. Gross. We can build troopships, in other words, a good deal 
cheaper if we were building strictly a troopship ; could we not ? 

Mr. Morse. No, you would not be saving much money. It is the size 
and speed of the vessel that costs so muc h here. The accommodations 
are relatively a minor part of the cost. 

Mr. Gross. It would be a good deal cheaper from the standpoint of 
fixtures and everything else, would it not? 

Mr. Morse. It would be less. 

Mr. Gross. A good many million dollars less. 

Mr. Morse. “j “would cost some millions of dollars less. 

Mr. Gross. I do not want to belabor the point; but it is primarily 
a passenger ship. 

Mr. Morse. That is right. 

Mr. Gross. That is all. 

The Cuarrman. Mr. Robeson. 

Mr. Ropsreson. I just have one or two questions, Mr. Morse, and I 
join in the expression of appreciation of your straight forward and 
frank approach in your answers, which are very helpful. 

It appears to me that there is no reasonable expectation of going 
ahead with this ship soon under present conditions; 1s that right? 
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Mr. Morsr. We cannot go ahead today even though the Congress en- 
acts this bill until we get appropriations. 

Mr. Roreson. As I understand the situation with the foreign ship 
competition, new ships will come out ahead of this ship to further com- 
pete with the American-flag ships in the trade. 

Mr. Morse. Yes, sir; that is true. 

Mr. Roseson. Which may make it more difficult to show the experi- 
ence the United States has shown. I think you, in a way, agree that 
may happen. 

Mr. Morse. I agree that the results of the last 5 years are certainly 
optimum results. 

Mr. Roprson. Since there are apparently going to be some delays, 
do you anticipate that any foreign governments may come out with a 
nuclear-powered ship before we could get one out if we were to decide 
it was feasible or we would be in a position of competition against a 
nuclear-powered ship ? 

Mr. Morse. I do not recall any press releases or anything of the 
sort which would lead me to believe that a nuclear-powered passenger 
ship is in the near offing. 

Mr. Rogerson. Is it a fair thing to say that you have those matters 
under consideration and would anticipate something happening like 
that before it happened ? 

Mr. Morse. There is always a lot of groundwork done before you 
hear about it in the press actually, if that is what you are referring 
to. It may be under consideration and I may not have heard of it. 

Mr. Roseson. The reason I asked that is because the testimony we 
have had leads to a reasonable conclusion that in a time not too far 
distant it might be much more feasible to have nuclear power in a big 
liner. If that is the case, then we could antic ipate that some foreign 
competition of that kind might come out with such a powered ship. 

It seems to me that we ought to anticipate that and be prepared to, if 
possible, come out with a flag ship of our own ahead of them. 

What is your thinking on that, if you care to express it ? 

Mr. Morse. Yes, sir. I think that it is premature to put nuclear 
power in the America replacement if we are talking about a ship which 
will be laid down within a year. 

Mr. Roseson. Within a year? 

Mr. Morse. Yes, sir. 

Mr. Rozseson. Then we might say that it looks like it will be over 
a year. Then in the meantime consideration would be given to what 
was happening with regard to the feasibility of nuclear power? Would 
that not be reasonable to do? 

Mr. Morse. Yes. The steamship United States was delivered in 39 
months. Some question was raised here, I believe, during the hearings, 
that it could not be delivered that rapidly, but Newport News deliv- 
ered the steamship /nited States in 39 months. The present invitation 
calls for 38 months for the America replacement, so, assuming, the keel 
is laid in 1 year or assuming that the contract is signed 1 year from 
today, we are talking about 4 years until delivery. 

Mr. Roseson. That is what concerns me. 

Mr. Morse. We, in Maritime, are doing 3 or 4 things in nuclear pro- 
pulsion. We are building the nuclear ship Savannah, as you know. 
We are having a research and feasibility study made for the installa- 
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tion of a boiling-water reactor in the T—5 tanker which is now under 
construction at Ingalls. We have just initiated a research and develop- 
ment program of a closed-cycle gas turbine, gas-cooled reactor. Assum- 
ing the studies are favorable, we anticip: ite it is going to be 5, 6, or 
7 years before we can even get the first prototype built, and we think 
that this may be a type of re: actor which will have economic feasibility, 
but we are not talking about just 2 or 3 years. These research and 
development programs take some years to develop and then when we 
have the reactor we would certainly have to operate it a year or so 
before we could prove it out. That is why I hesitate to say that we 
should plan the America replacement for nuclear propulsion. 

Mr. Roseson. I compliment you on your discretion and on your 
attempt to not make wild guesses or engage in speculation or wishful 
thinking. 

It seems reasonable that perhaps the Defense would consider feasi- 
ble for their purposes nuclear power ahead of it being commercially 
feasible. 

Will there be any coordination of study in this connection so that if 
the Defense thinks it is feasible for their purposes, we would be pre- 
pared on the merchant-marine side to proceed in not too long a time 
to work out what is feasible ¢ 

Mr. Morse. We keep close touch with the Navy developments in this 
field and let me assure you, Mr. Robeson, we want to be the first one to 
build a big passenger ship with nuclear power, but we want to do it on 
a basis where it is economically feasible if we can possibly do so. We 
do not think that the pressurized-water system which is in use today, 
could possibly be competitive on an economic basis today. 

Mr. Ropeson. However, it might be considered of value enough to 
Defense that they would pick up the difference in the cost? Is that 
not possible ? 

Mr. Morse. That is possible, but I heard Admiral Wilson testify, 
and inasmuch as he testified that it was their position that they thought 
it not necessary or desirable to have nuclear power in the America 
replacement, I question whether they would be willing to certify the 
extra cost as a national defense feature. 

Mr. Ropeson. I was not necessarily considering the replacement of 
the America, but to be prepared to put a transport liner out for defense 
that had the maximum of usability for defense purposes and yet had 
commercial value and some return to the Government when used com- 
mercially. 

That is all, Mr. Chairman. 

The Cuarrman. Mr. Miller. 

Mr. Mitier. I just wanted to pursue some of the conversations about 
the defense features in the French liner. 

Do the British put defense features in their liners? Do the Queens 
have defense features in them ? 

Mr. Morse. I have no information on that, Mr. Miller. 

Mr. Hoffman tells me they are strictly commercial ships as far as 
we know. I assume they put guns aboard during the war. 

Mr. Mitier. They do not build into them the same additional speed 
that we do? 

Mr. Morse. Oh, no. 

Mr. Miuter. Is that true for the Italians, too ? 
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Mr. Morse. Yes, sir. 

Mr. Miter. I have no other questions. 

Mr. Petty. Mr. Chairman, could I ask one question ? 

‘The CuHarrmMan. Yes, Mr. Pelly. 

Mr. Petty. Mr. Morse, would you comment on the statement of 
General Franklin that the America would bring $10 million ? 

Mr. Morse. He has stated to me that they have had some tentative 
offers. Our staff made a survey under date of January 31, 1958, and 
they submitted a report to me on the tentative trade-in allowance of 
the steamship America. They obtained appraisals from Frank S. 
Martin & Son that the world market value is $9,130,000, and from 
Jack Pierot, Jr., & Sons, $914 million. 

It was the committee’s view that the world market value is $8,900,000 
and that the restricted market value is $8 million today. 

Mr. Peiiy. Thank you. 

The CuarrMan. You mentioned the “committee.” 

Mr. Morse. The valuation committee in maritime. 

The Cuarmman. I just wanted to get that “committee” properly 
designated. 

Mr. Auten. Mr. Chairman. 

The Cuarrman. Mr. Allen. 

Mr. Auten. Mr. Morse, in response to Mr. Gross’ question, you said 
that a troopship would be cheaper, but I do not think you put in an 
estimate of what the comparable troopship would be if it were built 
wae il-passenger features. 

Morse. A very rough estimate from Mr. Hoffman is perhaps 
$10 a $15 million if the America replacement were designed strictly 
as a troopship instead of a passenger ship. 

Mr. Totterson. That was less. 

Mr. Morsr. Less than the $128 million. 

Mr. Auten. As against that, is it true to say that the $47 million 
or thereabouts that the operator would put in is earned back by its 
commercial use over the years and except for the differential of $10 
or $15 million the earnings are a saving to the Government ? 

Mr. Morse. The depreciation will be picked up over the life of the 
ship, so that the $47 million is saved to the Government in effect. 

Mr. Totterson. Will the gentleman yield there ? 

Mr. Auten. Yes, sir. 

Mr. Totiterson. Putting it another way, if the Government builds a 
troopship it pays the total cost ; does it not ? 

Mr. Morse. Yes, sir. 

Mr. Touterson. And if it were $15 million less than this ship it 
would cost what? $113 million as a troopship ? 

Mr. Morse. Yes, sir. 

Mr. Totterson. However, it would not have that amount of money 
invested in the replacement ; would it ? 

Mr. Morse. No; depending on which ship we are talking about. 
If we are talking about the 2814-knot ship it would be roughly $80 
million. 

Mr. Auten. One other question. If you assume that the commit- 
tee would legislate on this problem before us, so as to permit the 
building of a replacement for the America, are you prepared to rec- 
ommend the form that the legislation should take ? 
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Mr. Morse. No. That is under consideration at the moment. 

Mr. Auten. Thank you, Mr. Chairman. 

The Cuarrman. Thank you very much, Mr. Morse. 

Mr. Morse. Thank you, gentlemen. 

The Cuarrman. Mr. Roddis, Director of Reactor Development, 
Atomic Energy Commission, is our next witness. 


STATEMENT OF LOUIS H. RODDIS, JR., DEPUTY DIRECTOR, DIVISION 
OF REACTOR DEVELOPMENT; ACCOMPANIED BY RICHARD P. GOD- 
WIN, CHIEF, MARITIME REACTORS BRANCH, REACTOR DEVELOP- 
MENT DIVISION, ATOMIC ENERGY COMMISSION 


Mr. Roppis. Mr. Chairman, I am Louis H. Roddis, Jr., Deputy Di- 
rector of Reactor Development of the Atomic Energy Commission. 
I have with me Mr. Richard P. Godwin, who is Chief of our Maritime 
Reactors Branch in the Reactor Development Division and also Chief, 
Office of Nuclear Projects of the Maritime Administration. 

The Atomic Energy Commission appreciates the opportunity to 
appear before this committee’s hearings on H. R. 9654 to authorize 
the construction, outfitting, and equipping of a nuclear-powered super- 
liner passenger vessel. 

A letter was forwarded to your committee on February 4, 1958, 
which embodied the views of the Atomic Energy Commission con- 
cerning the construction of a nuclear-powered superliner passenger 
vessel. It would be appreciated if this letter could be made part of 
the record. 

The Atomic Energy Commision is unable to express an opinion as 
to the need for a superliner passenger vessel equivalent to the steam- 
ship United States. If such as vessel is required, there appear to be no 
technical reasons which would preclude employing nuclear propulsion. 
However, if it is desired that such a vesse] be competitive during its 
useful life, it is our view that it is premature to undertake the con- 
struction of such a vessel at this time. 

At the present time, the Atomic Energy Commission and the Mari- 
time Administration are engaged in a joint program aimed at develop- 
ment of competitive propulsive power. We believe this objective is 
obtainable, although probably not before 1965. Work is continuing, 
both in the practical engineering and construction of the nuclear ship 
Savannah and in a research and development program to improve 
the nuclear-propulsion art to a point where industry can step in and 
build nuclear plants in privately owned vessels for commercial service. 
We have assumed that the Government must accept the initial high 
costs of constructing nuclear powerplants and the major financial 
risks. Once the industr y has had an opportunity to study these oper- 
ating nuclear ships, they will be in a position to assess the degree to 
which such vessels would be of value in private operation. 

The United States program as presently visualized will include the 
engineering and development of sever: al nuclear-propulsion plants 
embodying different promising reactor types. Each of these plants 
would be in the 20,000-shaft-horsepower range, and the prototype 
could be constructed either on land or in a vessel, depending upon its 
state of development from a safety and dependability standpoint. 
Thus, the program would advance stepwise to a point where multiple 
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plants in larger ships could be considered. Since the proposed super- 
liner would require power in the 100,000-shaft-horsepower range or 
above and, thus, the use of several reactors in parallel, we would be 
required to accept the risks and costs associated with multiple plants 
before a single unit had been developed and tested. 

We are in complete agreement with H. R. 9654 to the degree that 
it recognizes the need to construct nuclear vessels in order to avoid 
early fleet obsolescence and to insure a more competitive United States 
position in the maritime field. We would, however, urge that the 
approach to a large superliner with nuclear power be taken over 
several years, during which time sufficient development and engineer- 
ing could be carried forward to determine the degree to which such 
a vessel could be competitive during its useful life, and to avoid the 
risks associated with building a number of duplicate plants prior to 
the availability of an operating prototype plant. 

It is important to recognize that the costs associated with a nuclear 
superliner will be well in excess of a conventionally powered vessel at 
the present time. This, of course, is true of all early models of new 
equipment. Our studies show that an equivalent nuclear powerplant 
to that presently in the steamship United States will cost approxi- 
mately $100 million more than its conventional counterpart. 

In view of the complex and costly nature of the proposed legisla- 
tion, with lack of assurance of achieving economic performance at 
this time, the Commission believes it to be premature to employ nuclear 
power in this application. 

If, however, the Congress wishes to proceed with the construction 
of a nuclear-powered superliner passenger vessel, it is the Commis- 
sion’s view that the bill should reflect the role to be played by the 
Atomic Energy Commission by employing language similar to that 
embodied in Public Law 848, an act to authorize the construction 
of a nuclear-powered merchant ship for operation in foreign com- 
merce of the United States, and for other purposes (84th Cong., 
ch. 792, 2d sess., H. R. 6248). That is the bill authorizing the nuclear 
ship Savannah. 

Specifically, modify H. R. 9654, section 1, page 2, lines 1 through 4, 
to read: 

There is hereby authorized to be appropriated to the Department of Com- 
merce, Maritime Administration, and the Atomic Energy Commission, such 
sums as may be necessary, to remain available until expended, for the construc- 
tion, outfitting, and preparation for operation including training of qualified 
personnel of a superliner passenger vessel. 


Also, modify H. R. 9654, section 3, page 2, lines 13 through 23: 


-_ 


The Maritime Administration and the Atomic Energy Commission, in carry- 
ing on activities and functions under this paragraph may collaborate with and 
employ persons, firms, and corporations on a contract or fee basis for the per- 
formance of special services deemed necessary by such agencies in carrying 
on such activities and functions. The Administration may, for the same pur- 
poses, with the approval of the Secretary of Commerce and where appropriate 
the Atomic Energy Commission, avail itself of the use of licenses, information, 
services, facilities, offices, and employees of any executive department, inde- 
pendent establishment, or other agency of the Government, including any field 
service thereof. 


That concludes my prepared statement, Mr. Chairman. 
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The Cuarrman. Any questions, Mr. Robeson ? 

Mr. Rogeson. No questions. 

The Cuarrman. Mr. Alllen? 

Mr. Auten. Thank you, Mr. Chairman. 

You say on page 2 that the nuclear plant would cost approximately 
$100 million more than its conventional counterpart. How much 
would the conventional counterpart cost ? 

Mr. Roppis. The propulsion plant in the United States is in the 
order of $30 million, I believe. The conventional plant is in the order 
of $32 million. The nuclear plant is in the neighborhood of about $130 
million, the difference being about $100 million. 

Mr. Roprson. Was that $32 million on what the plant of the pres- 
ent United States cost, or on the proposed ship ? 

Mr. Roppis. This is what a conventional plant would cost today, 
as estimated by our people. 

Mr. Ropseson. Thank you. 

The Cuarrman. Mr. Miller. 

Mr. Mruter. No questions. 

The CuarrMan. Mrs. Sullivan ? 

Mrs. Suttivan. No questions. 

The CuarrMan. Mr. Gross ¢ 

Mr. Gross. One question. How fast is the price of these reactors 
coming down? I understand that is so. 

Mr. Roppts. Yes, sir. This is the whole point. There is no tech- 
nical problem concerned with putting nuclear power in this vessel. 
It is a matter of economics. The price of reactors is, like almost all 
items in a new art, coming down. It is our guess that they will 
approach competitive power in this type of application sometime in 
about 1965. This is only an estimate, sir. 

Mr. Gross. Thank you, Mr. Chairman. 

The CuatrrmMan. Thank you very much. 

The next witness is the Honorable Joseph Campbell, Comptroller 
General of the United States. 

Mr. Campbell ? 

I am told Mr. Campbell is on his way and is expected in a few 
minutes. 

We will take a little recess, then, and wait for him. 

Before that, Mr. Roddis, Mrs. Sullivan wanted to ask you a 
question. 

Mrs. Sursivan. I want to apologize, first, Mr. Roddis, for being 
late coming in, but I was detained. 

I think you are the one that might be able to give us some answers 
on this particular question. We were told it would cost approxi- 
mately, and I know these figures are all approximate, $70 million if 
the nuclear power was put into this ship. 

The Cuarrman,. One hundred million dollars, he just said. 

Mrs. Sutitvan. The other day someone said $70 million; so from 
S70 million to $100 million. 

Mr. Roppis. Over the cost of a conventional plant ? 

Mrs. Sutuivan. That is right. 

Mr. Roppts. Yes, Mrs. Sullivan. 
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Mrs. Suutiivan. Then they said that the core would have to be 
changed in approximately 3 years. Would you have any idea of the 
cost of the new core that would be needed in, say, 3 years’ tire ? 

Mr. Roppis. We have not made any real studies of the probable cost 
of a merchant-ship-type core after the first one. Included in the $100 
million is the cost of the first one. It must be something in the order 
of a third of that. Included in that $130 million figure, in other words, 
$100 million more than the conventional plant, is the figure of 
approximately $10 million for the reactor cores. I did not say that 
these reactor cores would last 3 years. Some other witness must have 
said so. That is one of the big uncertainties in the operating costs of 
any nuclear powerplant today, how long the reactor core will last. 
Obviously if it only lasts a year and you have a $10 million fuel cost 
every year you are in considerable economic difficulty. 

The 3-year figure is not unreason: able to achieve with some develop- 
ment, but I would be a little hesitant in the kind of service that this 
vessel is operating in, with very high powers continually, to say that 

it would operate for 3 years on the very first go if we built it today. 

Mrs. Sutuivan. That was what someone had said in previous testi- 
mony, that they felt it would last approximately 3 years, and you prob- 
ably cannot answer this, but I wondered, and I would like to know, 
what it costs to refuel a ship like the U/nited States on its trip to and 
from Europe. 

Mr. Roppts. You mean with conventional-type fuel ? 

Mrs. Sutiivan. With conventional fuel. 

Mr. Roppts. I cannot answer that just offhand, Mrs. Sullivan. I 
could probably compute it. There may be other people in the room 
who might be able to answer it offhand. 

Mrs. Sutuivan. If we could get those figures, Mr. Chairman, from 
someone, what it would cost the United States to refuel on 1 round trip 
and then for a comparable length of time, say, if you are going to 
figure a reactor would last approximately 3 years, what the fuel cost 
on the United States would be for that same period of time, just to 
vive us a comparable figure on probable cost from the conventional 
type to the nuclear type, I think it would be helpful. 

Mr. Roppts. I can say this without making a detailed calculation : 
That within the immediate future my guess is that the nuclear cost 
would be at least twice what the conventional cost would be just for 
fuel alone. Iam talking about the fuel itself in the fabricated form 
plus any other parts associated with it that have to be replaced. 

I just say this on studies made on shore-based powerplants com- 
paring conventional and nuclear fuel. 

Ten years from now I trust the situation will be quite different. 

Mrs. Sutiivan. I realize that all the nuclear-power figures would 
have to be guesswork until it would be in being for some longer time, 
but would it be possible to ask any of the others in the room to answer 
that question ? 

The CuHarrman. Could you submit that for the record ? 

Mr. Roppts. I can prepare an answer for the record and submit it 
to this committee. I am not prepared at the moment for anything 
but approximate figures. 

The Cuarrman. If you will do that just so we have it, we will appre- 
ciate it. 
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(The information follows :) 






OPERATING COSTS OF A NUCLEAR POWERED SUPERLINER PASSENGER VESSEL 






At the Merchant Marine and Fisheries Committee hearings on H. R. 9654, the 
Atomic Energy Commission was requested to supply operating cost information 
on a nuclear powered superliner passenger vessel. 

If the nuclear powered superliner were operated under conditions similar to 
the steamship United States on the North Atlantic run, it is reasonable to 
assume that the crew size would be essentially the same. Therefore, wages and 
subsistence costs would be identical. Similarly, nuclear plant maintenance 
experience shows that costs in this area will remain essentially the same as for 
fossil fuel plants. 

Only in those areas directly associated with the nuclear plant will costs 
increase. Since the nuclear vessel will cost approximately $105 million more 
than its conventional counterpart, annual depreciation costs will be substan- 
tially greater, amounting to approximately $11,500,000 as compared to $6,400,000 
for conventional vessels. 

The fuel costs for a nuclear vessel will be dependent upon a number of unknown 
factors. Assuming a $10 million cost for one complete fuel loading (included in 
the $105 million figure) and 23 round trips per year, nuclear fuel costs will be 
approximately $56,000 daily at sea with a 1-year core life. This would compare 
to a $13,000 daily cost at sea for fossil fuels under similar operating conditions. 
If, however, we are successful in achieving core lives of approximately 3 years, 
these daily fuel costs would drop to $35,000 in the immediate future. This wide 
margin is indiactive of the uncertainties of fuel costs based upon present tech- 
nology. 

Since the costs associated with the operation of the steamship United States 
are administratively restricted, the Atomic Energy Commission is unable to 
provide these costs. However, we believe that the figures presented above are 
sufficiently realistic to reflect the operating cost differential of nuclear ships 
built within existing reactor technology. 



















The Cuarrman. Mr. Curtin. 

Mr. Currin. I believe the testimony is that the powerplant in the 
new ship would be with duplicates of the conventional powerplant. 
You say that the cost of a nuclear powerplant would be about $100 
million more. Would that be duplicate nuclear powerplants, or just 
one big one ? 

Mr. Roppis. No, sir; I would never propose building just one single 
reactor in a ship of this size and importance. 

Mr. Curtin. How many do you think would be needed ? 

Mr. Roppis. Somewhere in the order of 6 to 8, perhaps 4. It would 
denend on the detailed design of the vessel you came up with and the 
type of reactor you were using. I would not, I don’t think, contem- 
pla‘e fewer than four. You might have as many as eight. 

Mr. Curtin. That is all. 

The CHAIRMAN. nen you very much. 

Now ae will have Mr. Campbell of the General Accounting Office. 

Mr. Campbell, we are glad to have you. I believe it is the first 
occasion on which we have been honored with your presence. 















STATEMENTS OF JOSEPH CAMPBELL, COMPTROLLER GENERAL OF 
THE UNITED STATES; E. L. FISHER, GENERAL COUNSEL; G. H. 
STAPLES, ASSOCIATE DIRECTOR, CIVIL ACCOUNTING AND AUDIT- 
ING DIVISION, GENERAL ACCOUNTING OFFICE 


Mr. CAmppe.y. That is correct, Mr. Chairman. 
The CHairman. You may proceed, sir. 
Mr. Camppeti. Mr. Chairman, we are pleased to appear before your 
committee today for the purpose of discussing legislation pertaining 
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to a superliner as replacement for the steamship America, and other 
peonetes legislation. The superliner has been the subject of four 

ills, upon which you received prompt reports from our Office. On 
September 4 and September 5, 1957, respectively, we reported on 
H. R. 9342 and H. R. 9473, concerning a conventionally powered 
replacement for the America, and on January 31, 1958, we reported 
on H. R. 9654 which proposes a replacement of the America with au 
nuclear-powered ship. On September 5, 1957, we reported on H. R. 
9432 concerning the financing of a superliner for operation in the 
Pacific Ocean. 

At the outset, I should like to point out that we recognize the pro- 
posed bills concerning the superliner are the result of special circum- 
stances—the background of which indicates that the United States 
Lines Co.’s cost of replacing the steamship America under existing 
provisions of the Merchant Marine Act of 1936, as amended, with a 
vessel equivalent to the steamship U/ntted States may not be commer- 
cially feasible. On the other hand, however, we visualize the possi- 
bility that enactment of a bill of this type may nevertheless serve as 
a precedent for similar proposals for the construction of vessels and 
their sales at fixed prices in lien of estimated foreign cost, or for other 
deviations from basic provisions of the act, based on contentions of 
equally justifiable special circumstances. But, as stated in our reports, 
the question of whether the national interest requires special legisla- 
tion which grants Government aid in excess of that presently pro- 
vided by the act is strictly a matter of policy for determination by 
the Congress. However, we are extremely interested in seeing that 
any decisions made are made in the light of all available or ascertain- 
able facts and are clear cut and definite, so as to reduce to a minimum 
any future controversy. 

With respect to H. R. 9342, this bill would authorize the Federal 
Maritime Board to accept, in its discretion, an outstanding bid from 
a United States shipbuilder for the construction of a vessel equivalent 
to the United States, and to make a concurrent contract with the 
United States Lines Co, for the sale of the completed vessel, fully 
equipped and outfitted, for the fixed price of $47 million, payable 
under the terms and conditions provided in sections 502 (c) and 503 
of the Merchant Marine Act, 1936, as amended. The difference be- 
tween the construction cost of the vessel, excluding national defense 
features, and $47 million would be “construction differential subsidy” 
for purposes of the act, the provisions of which govern construction 
and sale of the vessel except as otherwise provided in the bill. 

At the time of our report on this bill, there was an outstanding 
low bid of the New York Shipbuilding Corp. in the amount of $109,- 
436,289, excluding a fin stabilization system. Certain items of outfit 
and equipment not included in the bid specifications were estimated 
to cost about $2 million, so that the February 1957 base month cost 
of the vessel would be about $111,500,000. Inclusion of a fin stabiliza- 
tion system would have increased this amount by about $2,500,000; 
and we pointed out that if escalation were to average 5 percent per 
year until delivery, and allowing something over 3 years for building, 

the total cost of the vessel without fins would be between $125 million 
and $130 million, exclusive of the costs of any changes and extras 
which might be found desirable. Under the terms of the proposed 





bill 
the 
twe 
rat 


ing 
no’ 
; 


the 
10 


int 
pr 
t10 
do 
(a 
we 
pa 
re 
pr 


th 
th 
ul 


—— 


er 
ur 
In 


mn 














SUPERLINER LEGISLATION 273 


bill, the cost of such changes and extras would be borne entirely by 
the Government, whereas under the 1936 act it would be shared be- 
tween Government and owner in the construction differential subsidy 
ratio for all items not classed as national defense features. 

In this connection, it may be that you might wish to consider plac- 
ing a ceiling on the total cost of the vessel, since under the bill as 
now worded there is no known limit of the cost to the Government. 

The proposed legislation would also preclude private financing of 
the unpaid balance of the owner’s cost, replacing it with the provi- 
sions of section 502 (c) and 503 of the act, which provide for Govern- 
ment financing through preferred mortgages payable in 20 years with 
interest at 3% percent ; whereas, under private financing, appro- 
priation would be nec essary only for the sum representing “vonstrue- 
tion differential subsidy and national defense features. Assuming a 
downpayment by the United States Lines Co. of about $12 million 
(at least 25 percent of the $47 million), the increased appropriation 
would amount to approximately $35 million. In pursuance of the 
policy followed by Maritime Administration in the past several years, 
recent agreements for the construction and purchase of vessels have 
provided for private financing with the mortgage held by the financ- 
ing institution being insured by the Government under title XI of 
the Merchant Marine Act. We understand that the interest rates on 
these mortgages are considerably higher than the 314 percent charged 
under the Government-preferred mortgages. 

We also stated at the time of our report that we had no knowledge 
as to the basis on which the fixed price of $47 million was determined ; 
but we did observe that such price in effect (1) replaces the fair and 
reasonable estimate of cost in a foreign shipbuilding center, and (2) 
would result in a construction differential in excess of the 50 percent 
limitation of section 502 (b) and, to this extent, would deviate from 
the authorization presently provided in the Merchant Marine Act of 
1936, as amended. Subsequent to our reports to your committee, 
however, we have obtained some financial data from the United States 
Lines Co. relative to expected operations of the proposed ship (based 
on the experience of the steamship United States), and the effect of 
public versus private financing on the net return to the company. 
According to this data, operations of the America for the 5 years 1953 
through 1957, including operating subsidy averaging $3, 949,619 an- 
nually, resulted in average losses of $227,420 a year. On the other 
hand, the operation of the United States over a 514 year period (June 
1952 ‘through December 1957) has resulted in an average net profit 
of $1,314,735, representing about a 10 percent return on capital neces- 
sarily werptopell and 3.76 percent on the cost of the vessel to the 
company. We believe that the return computed on the basis of capital 
necessarily employed is more representative of the operator’s actual 
investment return than that based on the cost of the vessel. In this 
connection, section 606 of the act requires that recapture shall be de- 
termined on the basis of capital necessarily employed, and the regu- 
lations of the Maritime Administration so provide. 

It also appears that there are other factors not incorporated in the 
bill which should be resolved in order to minimize possible misunder- 
standings in the future. For instance, section 3 of H. R. 9473 and 
section 4 of H. R. 9654 provide that the construction and sale of the 
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vessel shall be in accordance with the provisions of the 1936 act unless 
otherwise provided. Section 510 (d) of the 1936 act provides that if 
an obsolete vessel is traded in for an allowance of credit on a new vessel 
and the owner continues to use the vessel, the trade-in allowance shall 
be reduced by an amount representing the fair value of such use. 
Accordingly, if the steamship America is to be traded in, but used 
by the United States Lines Co. during the period of construction of 
the new vessel, the 1936 act will operate to reduce the amount of 
trade-in allowance which may be credited to the cash payments the 
United States Lines Co. will be required to pay the Government during 
the construction period. Additionally, section 2 of the bills provide 
that terms and conditions of payment of the purchase price shall be as 
provided in section 502 (c) and 503 of the 1936 act. Section 502 (c) 
requires the applicant to pay interest at the rate of 3% percent per 
annum on those portions of the Maritime Administration’s payments 
to the shipbuilder during construction which are chargeable to the 
applicant’s purchase price of the new vessel. We, therefore, assume 
that such interest charges are not included in the $47 million purchase 
price provided in the present bills. 

With respect to H. R. 9473, which was the subject of our report to 
your committee on September 5, 1957, our comments were identical 
to those relating to H. R. 9342, due to the similar ity of the two bills. 

Likewise, our comments concerning H. R. 9654 were similar in 
substance to those concerning the previous bills. We stated that 
although nuclear-powered merchant ships may be technically feasible, 
it was not ascertainable by us whether the first ships would be eco- 
nomically competitive with conventionally powered vessels. We also 
stated it to be our understanding that the Atomic Energy Commission 
and the Maritime Administration are jointly engaged in a program 
to develop nuclear propulsion for commercial shipping and to con- 
struct the first nuclear-powered merchant ship; however, it also is our 
understanding tliat the program still appears to be in the research 

and development stage, and no doubt those agencies would be in a 
position to advise your committee in detail as ‘to the results of their 
studies. In view of this situation, we are not in a position to advise 
your commttee what effect nuclear propulsion will have upon operating 
results. 

With respect to H. R. 9432, proposing to authorize the construction 
and sale by the Federal Maritime Board of a passenger vessel for 
operation in the Pacific Ocean, we had no special comment to offer 
except to observe that it apparently was designed for the purpose 
of providing public financing under section 502 (c) of the Merchant 
Marine Act whereas the polie: y of the Federal Maritime Board in re- 
cent years has been to require private financing for ship construction 
with the related benefits of Government insurance under the pro- 
visions of title XI of the act. 

We did, however, suggest that there be a clarification as to the 
intent to restrict the proposed vessel to the Pacific Ocean at all times. 
We call this to your attention because, in our opinion, there is no 
apparent reason for such inflexibility, particularly since it may become 
desirable in the interest of promoting our foreign commerce to operate 
the vessel in a world trade route or other essential service. 
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This, Mr. Chairman, concludes my prepared statement. However, 
either I, or members of my staff who are here with me today, will 
endeavor to answer any questions which you or other committee mem- 
bers may wish to ask. 

The General Accounting Office, as you know, is always very happly 
to cooperate with you and ‘the members of the « ommittee, and we wish 
to be of all possible assistance to you. 

The Cuamman. Mr. Campbell, the legislation before the committee 
today was not promoted by the committee. It was the opinion of cer- 

tain high officials of the Government that the replacement of the 
America would not be carried out under the existing 1936 act, and 
so last year the committee held a hearing, and the bills were 
introduced. 

Now, this morning the Chairman of the Maritime Board has agreed 
with the committee, ‘I think the record will show, that in replacing the 

America under present conditions it is asking more in behalf of na- 
tional defense than the Government asks other industry in their effort 
in line with the national defense, so we have come to that position. 

This committee is now confronted, in the light of the testimony from 
those responsible for the national defense, with the problem of what 
shall we do if the ship is essential and necessary to the national defense, 
which has been conclusively shown, and it has been to a degree con- 
clusively shown that the return on the investment of the operator is 
so small that private capital just will not go in this field. We are at 
the position of asking ourselves what shall we do. It is not the desire 
of this committee to bring up special legislation from time to time on 
the construction of ships and changing the formula in the 1936 act, 
but this is a specific case, and it is said this is essential, so we are ask- 
ing for your intelligence and your advice as to how this committee 
should proceed. 

They are the facts that we have so far developed, and I think they 
will stand test by the record that has been so far recorded. 

Mr. Campse.t. We have in our reports, and I today have reminded 
myself that this is a problem of precedent, and it may be that there 
will be many other requests or some other requests to you for special 
consideration ; but with my short experience with the 1936 act it prob- 
ably might be well to point out that there is nothing in the act about 
prestige. As I see it, you have been dealing in these hearings with a 
matter affecting the country’s prestige, and that, in my mind, probably 
could be a principal consideration in the matter of special legislation. 
In other words, it would appear that justification for special legislation 
in this instance rests principally, if not entirely, on a determined need 
for the ship as an auxiliary of national defense and on the benefits that 
may inure to the United States in the form of enhanced world pres- 
tige and the promotion of foreign commerce. 

The CHarrmMan. Prestige / 

Mr. Camrse.i. The fact that we have a ship which is the fastest 
ship afloat, the fact that the replacement of it must certainly equal, 
or should equal, its performance appears to me not to be an economic 
matter, as the act would ask us to consider, nor is it a matter which 
has to do with the operation of the ship by private companies, as is 
required under the act. I say, therefore, that this may be a precedent, 
but whether we will ever again be faced with the need for a prestige 
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vessel of this kind is a question in my mind. Therefore, we may not 
be setting a precedent. 

The CHarrman. By a “prestige vessel” you mean that you disasso- 
ciate that with nation: i defense ? 

Mr. Campsety. No; I do not. 

The Cuatrman. Do you think national defense is part of the pres- 
tige ¢ 

Mr. Campsett. I think it is probably in addition to the prestige. 

The Cuarrman. I do not get that exactly clear. Did you happen 


to read the testimony of Admiral Wilson, who testified for the national 
defense ? 


Mr. Campsety. No; I have not. 

The Cuatrman. That is the strongest evidence of the necessity of 
this ship that has been presented to the committee, and then there is 
the evidence of the operator that their board would not invest money 
with the return that this ship would bring compared with the return 
of the United States operating at its maximum capacity. 

They are the two things and these things have been well established 
before the committee. 

Mr. Camppetu. I think I should have said that national defense 
always must be considered in any legislation having to do with the 
merchant marine. 

The Cuarrman. Of course, as far as prestige goes, we are proud of 
the American flag flying the masthead of our ships around the world, 
and if we let somebody else carry our commerce and somebody else 

carry our passengers, I think the day would come when we would 
find ourselves in bad trouble. 

Of course, I know it can be done in peacetime. This national- 
defense presentation has been the most impressive here, so what I 
am interested in is advice from the General Accounting Office as to 
just what this committee should do so as not to set a general precedent 
with respect to the construction of cargo vessels. 

Mr. Campsety. I would like Mr. Fisher to present his views. 

The Carman. Yes, sir. I know Mr. Fisher very well and respect 
him highly. 

Mr. Fisuer. Mr. Chairman, we agree 100 percent with the national- 
defense aspects of this ship. We think, too, that the prestige of the 
country is worth something, so that if you are considering whether to 
make an exception or to grant a little more benefit than normally comes 
under the 1936 act, we think both things should be considered by the 
committee, which would indicate a more favorable consideration of 
the bill by adding the two together. 

The CHarrman. Mr. Wishet, are the facts as have been presented 
before the committee financially correct? 

Mr. Fisner. We have analyzed the facts that have been made avail- 
able to us, Mr. Chairman. The United States Lines Co. turned over the 
figures that they have used. We have not gone back and audited or 
examined the figures that they presented to us, but on the basis of the 
figures that have been presented to us, I think they have been rather 
fairly put before your committee. We have no reason to question 
those figures. 

We do think that of primary consideration is how you use those 
figures, what you are going to base your net profit on, whether the 
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capital invested or the total cost of the ship. As you know, in one 

way they will come up with a 3-point-plus percent profit, and on 
another basis they will come up with a 10-percent profit. Those 
figures we think are substantially correct, but it is important in de- 
termining the ability of the United St: ites Lines Co. to pay their 
share of this ship which way you want to analyze the figures. 

The Cuarman. Let me ask*you this, Mr. Fisher: In any other 
instance has the General Accounting Office had the experience of 
looking into an industry of this country participating in construe- 
tion and the production of general defense features and have they 
found that the return for the private capital invested has been as 
little as this figure shown in the testimony here ? 

Mr. Fisner. Mr. Chairman, to the best of my knowledge in our 
other operations down there we do not have another statute where 
national-defense features are analyzed the same way they are under 
this statute. We have gone into, I would say, most all of the war 
contractors’ plants, for example, to audit the war contracts. Under 
our cost-plus contracts the statute limits the amount of the fixed fee 
that might be given. We check that, of course, to see what it is. That 
could be 7 percent—generally I think it is—and in some types of con- 
tract it could be 10 percent. 

The Cuarrman. On the capital invested by the operator, 7 or 10 
percent ? 

Mr. Fisuer. I am not sure about that. Mr. Staples, do you know! 

Mr. Srarres. It is a percentage of the cost of the contract. 

Mr. Fister. It has no relation to the capital that is being employed. 

The CuatrMAn. You mean the total cost of the contract ? 

Mr. Fisner. That is right. 

The Cuatrman. What the Government invested in the contract and 
what the contractor invested ? 

Mr. Fisurr. It is not that easy. The Government might even build 
the plant and then get a contractor to come in and produce, we will 
say, profits. 

The Cuatrman. And at a7 percent profit ? 

Mr. Fisuer. The profit based on the cost of producing the plant. It 
has no relation to the capital that isemployed. It isa reflection of the 
profit that is being made. 

The Crarrman. What has been the generally reflected profit ? 

Mr. Sraptes. In many cases, Mr. Chairman, it is based largely on 
the element of risk too, because in a situation such as Mr. Fisher just 
outlined where the Government builds the plant and then turns it over 
for operation to a private operator and in addition to that guarantees 
him the business, the margin of profit is generally considered to be 
very small, possibly 2 or 3 percent of the total cost of operation, because 
there is prac ‘tically no risk assumed. 

The Cuatrman. What has been the general profit ? 

Mr. Srarres. On the usual cost-plus-fixed-fee contracts they have 
run anywhere from 5 percent up to about 8 percent, I believe, as about 
a range, based upon the cost incurred in the contract. 

On fixed- -price contracts with the price redetermined and all that, 
they have ranged over pretty wide territory, depending to some extent 
upon the protic iency and efficiency of the contractor in producing. 

I think the Navy goes in for those incentive type contracts and there 
are various modifications, but I think it might be safe to say some- 
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where within the range of 7 to 10 percent profit on the cost of the 
article being produced. 

The Cnartrman. And in this case it is about 114 percent ? 

Mr. Srapies. It depends on how you look at it. It would be more 
than that on capital necessarily employed. 

I think that is one of the things that should be clearly understood 
here is how the committee wants to consider the net results in terms 
of investment, whether or not they want to consider it in terms of 
capital necess: wily employed, which is the formula generally followed 
in the act, or whether they want to consider it, as General Franklin 
has advanced, on the basis of the gross cost of the vessel which the 
company will be paying over a period of 20 years. That is the way 
he has done it. They do give different results in terms of percentages. 

The Cuarmman. And there is an element of risk in this operation, 
would you say ? 

Mr. StrAptes. There is the element of risk, yes, because under the 
act the operator is made presumably equal or comparable to his for- 
eign competitor costwise, but he still has to go out and get the business. 

"The CuarrMan. Mr. Miller made the observation that there was 
a renegotiation in these contracts, did you not, Mr. Miller? 

Mr. Mixer. Nearly all of these defense contracts which you speak 
of where the Government owns the plant and then guarantees a cer- 
tain percentage on the contract have to be renegotiated downward 
later on, do they not ? 

Mr. Sraptes. That is right. It conceivably can go upward, too, I 
believe. 

Mr. Mitxer. It can, but it is very seldom it goes up. 

Mr. Srartes. That is right. 

Mr. Mire. The profit is great enough that you have to bring it 
down 

The CuairmMan. They have no investment whatsoever of their own, 
it is Just operating investment. 

Mr. Staptes. Ina case like that, yes. 

The Cuarrman. Whereas in this case we have both, investment of 
operating management and investment of private capital. 

Mr. Srapies. That is right. 

The CuairmAn. Mr. Tollefson ? 

Mr. Totierson. Speaking of the profits that contractors with the 
Government have been making, they earn roughly a percentage of 
the cost of the article or articles produced ? 

Mr. Staptes. That is right, Mr. Tollefson. 

Mr. Totierson. In this case we have one article and according to 
General Franklin’s statement the return would be based not on the 
cost of the whole product, but on the cost of the product so far as the 
operator’s investment is concerned or cost to him ? 

Mr. Srapres. Not quite that way, sir. I believe that the way the 
United States Lines has made their presentation is that their percent- 
age of net profit would be based upon $47 million cost to the company. 
That is an ultimate cost. It is not an immediate cost. I think the 
key to the difference between capital necessarily employed as used by 
the Government and gross investment is just that, the question of 
immediacy. 
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Mr. Touterson. I think we have the same thing in mind. He is 
basing his anticipated profits on the $47 million that his company 
would put into it. 

Mr. Srapies. That is right, whereas under capital necessarily em- 
ployed that base would be roughly about $12 million or $12,100,000, or 
something like that. 

Mr. Touierson. On other defense contracts you never use that 
phrase “capital necessarily employed,” do you? 

Mr. Srapres. No, we do not. 

Mr. Touuerson. It is all on the product. 

Mr. Stapies. That is right. 

The Cuatrman,. Mrs. Sullivan? 

Mrs. Suniivan. No questions. 

The Cuarman. Mr. Miller. 

Mr. Miter. You used an expression that I think should be under- 
lined if you allow it to remain in the record. Where you said “heck 
of a fix” I agree with you and I think we ought to leave it in the 
record. 

The Cuarrman. Mr. Allen. 

Mr. Aven. Thank you, Mr. Chairman. 

I notice, Mr. C ampbell, that you have estimated the escalation at 
5 percent a year for 3 years and everybody else seems to have done 
the same thing. Is that escalation estimate based on present condi- 
tions, or that wages and cost of materials are going to continue to rise? 

Mr. Srartues. I believe that that estimate of 5 percent, Mr. Allen, 
was a combination of information gathered by Maritime and by the 
New York Shipbuilding Corp. and by experience over the years. 
There has been escalation of so much and that escalation may be 
expected at, say, an overall rate of about 5 percent. It is pretty loose, 
I grant you that. 

Mr. Auten. I was curious. Nobody expects a downturn when it 
comes to Government escalation. 

Mr. Srapies. I have not seen any contracts or prospectuses that 
make provision for that. 

Mr. AtiEN. Getting to this business of capital necessarily employed, 
I confess it confuses me as to what is included. 

To start with this proposal that the company will pay $47 million 
for the ship, about $10 million was estimated as the value of the 
America, which would reduce the initial requirements to $37 million, 
and I think it was estimated about $35 million would come from a 314 
percent Government loan, which would go down to $2 million still to 
panoramas. 

would just hazard a guess that the America stands on the books at 
around possibly $2 million, just guessing at that, which would bring 
that in one way to $4 million of capital plus the operating capital. 
Is that the way you go at it, or do you use some other figures ? 

Mr. Srapixs. The capital necessarily employed is predicated on the 
thesis of how much actual cash or the equivalent thereof the operator 
has invested in that ship right now or as of any given date, and it is 
something that is flexible. “It moves gener: ally upward from year to 
year. As the operator pays installments on his mortgages, he ac- 
quires a larger equity in his ship, and that is really what the capital 
necessarily employed represents. 
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In the case of the proposed sister ship to the United States, it would 
be predicated on a downpayment of approximately $11,750,000 or 
something like that, which is 25 percent of the $47 million, plus roughly 
$400,000 or so as necessary working capital that the operator must 
have in order to carry on the day-to-day business of that ship. That 
would represent the capital necessarily employed. 

The following year that CNE would go up, because the operator 
would have e presumably made a payment on his mortgage end would 
thereby have acquired a larger equity in the ship. 

Mr. Auten. Take the America, which has a cash value if sold at 
somewhere between $8 million and $10 million, or a turn-in value to 
the Government of $10 million, something of that nature, and stands 
on the books, as I say, just assuming my example at $2 million, if 
you turn the America in on the new ship, how much capital is supplied 
by that turn-in ? 

Mr. Srapies. Bringing in the question of the America, the trade-in 
of the America is in a sense a part of the whole deal, because it will be 
applied against the $12 million downpayment. 

Mr. Aten. Would you consider the America as $10 million in cash, 
or $2 million in cash? 

Mr. Srapres. It would be $10 million in cash, because that is what 
would be allowed as a trade-in by the Government. 

Mr. Atzten. As a matter of producing capital, however, would it 
not be true that the operator has produced an asset on its books that 
is worth $2 million ? 

Mr. Sraptes. That is right. It is just the same as any other article. 
With the condition of the world market the way it is, regardless of 
what he paid for his ship, the presumption is that he could get 10 or 
11 or 12 million dollars for it if he sold it on the open market. 

Mr. Atuen. I suppose there would be a profit of $8 million on that, 
then ¢ 

Mr. Sraries. Something like that, ves, but the $10 million that he 
would get would apply against his downpayment, so that in effect 
there would be a net out-of- -pocket downpayment of something less 
than $12 million. 

Mr. Auten. Would that mean that in this deal the United States 
Lines would actually be contributing only $4 million of capital that 
had been put into the company ? 

Mr. Srapies. If you assume that the trade-in allowance will be 
about $10 million and assuming again your $47 million cash price to 
them, their actual cash investment would be somewhere in the neigh- 
borhood of about $2 million. 

Mr. Auten. You say the equity increases as the years go on and 
the payments are made. Is it not true that as the payments are made, 
the ship is reduced in value by almost exactly the same amount on 
account of the fact that the depreciation is on a 20-year basis and 
the payments are on a 20-year basis? 

Mr. Srapies. Depreciation would be reduced even more than the 
annual payments. 

Mr. Arien. A quarter of the depreciation would be an additional 
investment. 

Mr. Sraptxs. That is right. 

Mr. Auten. That gets back to this point: Is it not true that al- 
though it may be earning 10 percent on the capital necessarily em- 
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ployed, the risk of bad years is based on the expense of the capital 
actually received with the result that the risk to the operator is 
greater than is ordinary for the amount of capital that he has em- 
ployed? 

Mr. Sraptes. The mortgage is guaranteed. The right of action 
against the company would be limited to the vessel itself. 

Mr. Auien. That is true. He would, however, take the risk of his 

25 percent of the value going in and he would take the risk of losing 
a rather valuable business asset of ‘reputation. 

Mr. Sraptes. That is right, sir. 

Mr. Auten. This brings me to this point: Is the rate of return that 
he gets sufficient, in view of the business risks that are involved, to 
bring private capital into the building of this type of facility ? 

Mr. Srapies. Mr. Allen, I guess that would be largely a matter 
of opinion which could differ among different people. It is a question 
of whether or not you would consider a return of 4 or 414 percent 
or 5 percent on capital necessarily employed—that is, on the amount 
that the operator has invested in it—suflicient to justify the risks that 
are involved. 

There may also be a difference of opinion as to the extent of risk 
involved. I do not know. 

Mr. Cameset.. As a practical matter, Mr. Allen, if the financing 
institution is going to receive about 5 percent on a guaranteed first 
mortgage, obviously, the equity holders in the company would prob- 
ably expect more than 5 percent. 

Mr. Auten. I know they would expect more if they were going 
to make the investment. I am trying to find out if they are going 
to get more on this particular transaction. To carry the question 
a little further, if the committee decides that this is a type of venture 
that is not attractive to private capital i in the committee’s opinion, can 
you see any justification for a criticism of that judgment with a clear 
opinion that we ought to stay out of it and let the private financing 
go ahead ? 

Mr. Campseiyi. I am not sure of the figure on public financing at 
314 percent or what the return would be on this new vessel. 

Let me check. 

That would make the return 6.8 percent with a 314 percent mortgage. 
Is that excessive ? 

Mr. Auten. I asked you first? 

Mr. Camrsexu. I am asking myself. I do not think that I could 
say, Mr. Allen, whether it is excessive or not. 

Mr. Axten. It is purely a matter of judgment with the committee? 

Mr. Campsei.. That is correct, yes, sir. 

Mr. Auten. Thank you, Mr. C hairman. 

The Cuamman. Who would be in a better position to answer that 
question than the General Accounting Office from practical experi- 
ence ¢ 

Mr. Campsett. Within the Government itself? 

The Cuarrman. We are just trying to get information. 

Mr. Camrsett. I do not know what agency of Government. 

The Cuamman. As a business venture and from your experience 
in business, what would be your view, disassociating yourself with the 
Government ? 
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Mr. Campsetn. I think, Mr, Chairman, that I would have to know 
all about the operations of the United States Lines to answer that 
question properly. 

The CuatrmMan. They are available to your examiners. 

Mr. Campsetx. I do not think that we have access directly to the 
company’s records. The General Accounting Office works through 
the Maritime Office for such figures and I do not doubt that we could 
get them from them. 

Mr. Staples tells me that we do get the information from the Mari- 
time if we ask for them for the entire company or for a special 
operation. 

Mr. Staptes. Mr. Chairman, I wonder if we do not. have to consider 
in all of this thing just how much more the United States Lines, who 
are in the best position to know, attaches to just the idea of having 
this ship and operating this ship and what effect it may have on their 
other operations. 

In other words, what I am thinking about is that in many instances 
an industrial company will deliberately engage in manufacturing 
and marketing a product which has, say, less profit angle to it than 
other products which they produce, but which has other intangible 
benefits. 

I just advance that as a means of emphasizing this thing is not a 
nice hard and fast thing that you can wrap up in a package and make 
decision on. 

Mr. Campsett. Mr. Chairman, Mr. Fisher draws attention to the 
act itself, and I would like him to comment. 

Mr. Fisner. I do not think we can sit down here and give a hard 
and fast figure on what would be a good profit. What is good this 
year might 1 not be good next year, and I suppose over a period of time 
one ought to offset the other. But the act itself recognizes that they 
might make a profit up to 10 percent because it is only the excess 
profit over 10 percent that they have to split with the Government, the 
recapture, so that recognizes that they might make up to 10 percent 
and keep it all. 

The Cruel AN. So you have agreed here it is 6 percent, which is 
4 percent less than the act itself would permit ? 

Mr. Fisuer. I do not think we have agreed on anything, but in 
one way these figures are used it would come out to 6 percent roughly, 
and of course there would never be any opportunity for the Govern- 
ment to recapture the excess over 10 percent. That might be lower 
than the committee would want to take in anyone’s hands. 

The CHatrmMan. Have you a question ? 

Mr. Auten. Just one question, Is this a fair statement: If the 
committee comes to the conclusion that the ship ought to be built 
fairly immediately, it takes some legislation to fix the judgment of the 
committee or will have the necessity of delay for investment as to 
whether or not it is a good commercial transaction, which might be 
a rather long delay. 

Mr. Camppse.y. That is correct, Mr. Allen. 

Mr. Auten. If you were a businessman you would want a rather 
thorough investigation, which I presume would take some time. 

Mr. Campseny. I think that the lines must have ve ry competent ac- 
countants and I assume other Government agencies have had contact 
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with them, such as Internal Revenue, and I am not sure that it would 
take too much time; some weeks, I suppose. 

Mr. Auten. Thank you, Mr. Chairman. 

The Cuatrman. Mrs. Sullivan ¢ 

Mrs. Suniivan. I have no questions. 

The CuHatrrman. Mr. Mailliard ¢ 

Mr. Matiurarp. Mr. Campbell, can you or any of your staff with 
you here tell me what the United States Lines’ position is with regard 
to the America if they do not replace her? Are they free to dispose 
of her after their contract with the Government expires ? 

*Mr. Srarzes. They are free to dispose of her, but there are strings 
in the act by which first of all, they could not sell her in the foreign 
market without the approval of the Maritime Administration. 
Whether the Maritime Administration would give such approval, I 
don’t know. 

Mr. Matiuiarp. Because presumably, if this is like most of the con- 
tracts that we have heard about her value under the restrictions that 
are on her would be considerably less. 

Mr. Camppett. That is correct. 

Mr. Sraries. There is a restricted world market and an unrestricted 
world market price which I believe the Maritime Administration uses 
in arriving at its values. 

Mr. Maiturarp. If they can sell her for $10 million, which they 
seem to think they can, they presumably sta und to make a fairly good 
capital gain out of it, but if no consent were given to disposing of her 
to foreign-flag operations that profit probably would not be realized, 
is that correct ? 

Mr. Srapies. If they decided to go forward with it and it might be 
traded to the United States Government, the United States Govern- 
ment may very well take it on trade-in and add it to the reserve fleet. 

Mr. Matiii1arp. On trade-in, but if it is not replaced, then presum- 
ably the United States Government would probably not pay the world 
market value for her. If there is no consent given by Maritime what 
is the United States Lines’ position with regard to this ship? What 
can they do with it? 

Mr. Srapies. Their subsidy contract, I believe, expires in 1960 and 
I believe there is a provision in there that sometime in 1958 there has 
to be an agreement between Maritime and the United States Lines 
regarding the replacement of the America. What will happen if they 
do not come to an agreement, I don’t know. 

Mr. Maruiiarp. We were told by a previous witness that the United 
States Lines under its operating contract for ope rating the America 
is not under any legal obligation to replace it. That was stated as a 
fact, I believe. 

Mr. Sraptes. I believe that is true, Mr. Mailliard, but I believe cur- 
rent with that their operating differential subsidy contract would like- 
wise expire and it would be just the same as if they got out of that 
particular business. 

Mr. Mamu1arp. What I am trying to find out is what could they 
do with the ship under those circumstances / 

Mr. Srapies. They could not do anything with the ship other than 
to sell it. 

Mr. Mariirarp. Can they sell it ? 
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Mr. Sraries. With the approval of the Maritime Administration 
they can sell it foreign. They can sell it, I believe, to other United 
States citizens, too. 

Mr. Matuiarp. If they cannot operate it without an operating 
subsidy contract, presumably nobody else can, either. 

Mr. Srarres. I would say that is true. 

Mr. Mamiarv. How would they get rid of it then if everybody 
just sits tight? Can they get rid ‘of it without permission? I am 
trying to get the facts, but as I get what you say, they could only 
sell to another United States owner, American citizen owner, unless 
they get special permission. b 

Mr. Srapes. That is right. 

Mr. Maiitarp. In other words, they sell it for scrap, that is all, 
because no other American citizen could operate her, if they couldn’t, 
so she has a scrap value unless some agreement is reached. Is that 
about the size of it ? 

Mr. Sraptes. I would think so, that is right, unless the Board or 
the Administration exercises its right. If no agreement is reached 
I believe that they have the authority to extend the subsidizable 
period of operation of that ship beyond the 20 years. I believe they 
have that authority in the event that no agreement eventuates out 
of it, and assuming the United States Lines is willing to continue to 
operate it beyond the 20-year period. 

Mr. Mariurarp. That is all, I believe, Mr. Chairman. 

The CuarrmMan. Mr. Gross ? 

Mr. Gross. Mr. Staples, what do you mean by a restricted and 
unrestricted world market? Let me try to brief it a little bit. Do 
you mean this ship could not be sold to China or to Russia or some- 
thing of that kind ? 

Mr. Sraptes. That is right, yes. 

Mr. Gross. That would be the restricted foreign market ? 

Mr. Sraptes. That is right. 

Mr. Gross. It could not be sold ? 

Mr. Srapres. And also, that the provision that it could not operate 
in unrestricted areas of the world, too. 

Mr. Gross. Mr. Campbell. Iam glad you underscored the prestige 

value. I think we are in agreement that cert: uinly, if we are going 
to build a ship of this kind it ought to contain national defense 
features. 

I believe in the defense of this country, but I cannot help but won- 
der and speculate as to what other foreign countries are interested in 
the defense of the so-called free world. For instance, we heard 
this morning that the Queens are not built with defense features. 

There is presently a $78 million French ship being built, so we 
are told, without any defense features in it. I wonder who else is 
interested over the world. Do you have any comment on that? 

Mr. Campsetu. No, I haven’t, Mr. Gross. 

Mr. Gross. I wonder, too, who is putting up the money for this 
$78 million French ship that is being built, in light of the fact that 
we have given billions of dollars to France in recent years and only 
the other day, I repeat again, they walked out of Washington with 
$665 million. I wonder how we can afford to build a superliner and at 
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the same time subsidize the building of a French, liner to compete 
with us. 

I wonder how long we can engage in that kind of a rat race. Do 
you have any comment on that ? 

Mr. Camepe vy. No, I haven't. 

Mr. Gross. Thank you. 

The Cuamrman. The counsel of the committee, Mr. Drewry, has 
some questions. 

Mr. Drewry. Mr. Campbell, I want to try to clear up something 
that came up Friday, I believe it was. One of the Commerce wit- 
nesses mentioned that there had been an informal discussion or deci- 
sion from the General Accounting Office on this question of what is 
commercial speed, whether it is 2814 or 30.7 knots. Could you give 
me some answer to that ? 

Mr. Camppett. I believe our General Counsel, Mr. Fisher, dis- 
cussed that with one of the counsel of Maritime and Mr. Fisher will 
tell you what he has said. 

Mr. Fisuer. Yes. I was approached, Mr. Drewry, about the ques- 
tion of whether the General Accounting Office would approve a 2814- 
knot feature as being the commercial speed and anything in excess 
of that as being national-defense features, and I just said “No.” Off- 
hand, we wenkd not, as the situation stands now, because 1 do not 
know where the 2814 knots comes from and why that figure is se- 
lected. I do know that the Maritime Administrator apparently has 
decided on 30.7. I do not think we are in a position to say it ought 
to be 2814 if he thinks it is 30.7 after considering it, but the basic 
theory behind our informal opinion was just simply this: 

We do not want to pick any figure out of the air and say, “yes, we 
agree with that.” We think that the people responsible for the pro- 
gram should analyze the facts and the figures and come up with their 
own determination. Then we would be glad to say whether that 
sounds reasonable to us. 

Mr. Drewry. You would have the same position about 30.7, then, 
would you not? 

Mr. Fisuer. Yes, or 10, or 50. I would not want to just pick any 
figure out of the air and say yes, we will agree with that. I would 
want to see the figure that has been agreed upon by the responsible 
people and the backup material for that to determine whether we 
thought it was reasonable. 

Mr. Drewry. Would you indicate the type of backup material that 
would be necessary ? 

Mr. Fisner. Of course, to me the most important thing is the use 
that the vessel is going to be put to, the competition it has to meet and 
the actual experience of the United States over the last 514 years. 

Mr. Drewry. There is no question about it that the United States 
has been operating at 30.7, but the point has been raised that in pro- 
ceeding with another ship there is no particular advantage to having, 
from a commercial and competitive standpoint, another blue-ribbon 
winner because you can have but one blue-ribbon winner at a time, 
anyway, and the 2814-knot ship was said to have accomplished the 
2 weekly turnaround, which is the basis of scheduling. 

I just have been wondering whether the mere fact of operation at 
30.7 is proof that that is the commercial speed. What objection 
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would there be in American citizens riding on 214 knots of defense 
features, or maybe that is this prestige factor that Mr. Campbell 
touched on? 

Mr. Fisner. That very well could be and, of course, we have no 
quarrel if the committee decides that 2814 is proper. All we want is 
that if this is all aired, the committee knows what is being approved, 
so that we do not have a hassel in the years to come as to just what 
is going on. 

We do understand that the United States Lines intends to operate 
this at 30.7. We think they may have to do that to compete with this 
new French ship that is being built. They want a ship that will go 
that fast. I think those are all matters that have to be considered. 

Mr. Drewry. However, as far as you are concerned right now you 
do not have any position on one speed as against another. 

Mr. Fisner. That is right. 

Mr. Drewry. Just one more question. The bill for the sister ship 
to the United States was introduced by the chairman and other 
members of the committee. It includes the figure $47 million. I 
feel certain that when the bill was introduced with that figure in it 
there was no feeling on the part of the authors of the bill that they 
knew personally whether that $47 million w as correct or high, or low, 
and expected that the correct figure would be given if the committee 
was going to proceed on that basis. 

In your statement on page 2 you bring up the point that I have in 
mind. You say: 

However, we are extremely interested in. seeing that any decisions made are 
made in the light of all available or ascertainable facts and are clear cut and 
definite, so as to reduce to a minimum any future controversy. 

We all remember that there has been controversy in the past. This 
is a unique ship, and I am wondering if it wouldn’t be helpful to the 
committee if your office weuld consider the available figures and 
present them to the committee, as to how these different “operating 
figures of the United States Line Co. were worked out. I believe you 
said, Mr. Campbell, that you did not think it would necessarily take 
very long. 

As a matter of fact, it would be more a matter of verification than 
making a complete audit, as I understand it. 

Mr. Campssiy. That is correct. 

Mr. Drewry. What would be your feeling about that? TI believe 
it has been mentioned that frequently you do not get into these things 
until after they have been done, but this is sufficie ently important and 
unique to justify something that is a precedent. 

Mr. Camppeti. Mr. Drewry, would you think that 2 weeks was 
a long time for us to look into these figures? 1 think we could do it 
in about 2 weeks. 

Mr. Drewry. It wouldn’t seem to me- 

Mr. Fisner. Mr. Drewry, 1 would want the committee to under- 
stand that we have no legal right to go into the United States Lines’ 
office and see those figures. I assume they would let us; but if we 
attempted to, it would ‘have to be conditioned on their permission. 

Mr. Drewry. [t would certainly be conditioned on that; yes, sir. 

Mr. AtteN. Would you yield? 

Mr. Drewry. Yes, sir. 
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Mr. Auten. If, at the time you submit these figures you could make 
the assumption that the committee would like to t: ake such action as 
to result in the prompt construction of the ship even if legislation 
were necessary, could you also furnish us with your suggestion as to 
what form the legislation should take ¢ 

Mr. Camprety. We will be glad to. 

Mr. Auuen. Thank you. 

The CuHatrmMan. Do you want to include the other ship in this 
request? We are considering, Mr. Campbell, two bills here. One 
provides the ship that you mentioned on the Pacific coast, and I think 
your point is well taken in your statement that the ship should not be 
confined forever to one area. 

I think you are wholly right in that. Could you give us some in- 
formation on the Pacific operation, also ? 

Mr. Camppsety. Yes, sir, we will attempt to do that. 

The Cuairnman. The committee will adjourn until tomorrow morn- 
ing at 10 o’clock, at which time we will have Admiral Mumma and Mr. 
Casey before the committee. 

Thank you very much Mr. Campbell. 

(Whereupon, at 12:25 p. m., the hearing in the above-entitled 
matter was recessed, to reconvene at 10 a. m., on the following day.) 
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TUESDAY, FEBRUARY 11, 1958 


House or REPRESENTATIVES, 
CoMMITTEE ON MERCHANT MARINE AND FISHERIES, 
Washington, D.C. 


The committee met, pursuant to recess, at 10 a. m., in room 219, 
Old House Office Building, Hon. Herbert C. Bonner (chairman) 
presiding. 

The CuarrMan. The committee will come to order. 

The first witness this morning is Admiral Mumma. 


STATEMENT OF REAR ADM. A. G. MUMMA, CHIEF, BUREAU OF 
SHIPS, DEPARTMENT OF THE NAVY 


Admiral Mumma. Good morning, Mr. Chairman and gentlemen. 

The Cuarrman. You may proceed, Admiral. 

Admiral Mumma. Mr. Chairman, I am very happy to be here this 
morning in a dual position as Chief of the Navy’s Bureau of Ships 
and as the coordinator of shipbuilding, conversion, and repair, for 
the Department of Defense. 

As Admiral Wilson has indicated, the Navy strongly favors the 
construction of a superliner passenger vessel equivalent to the steam- 
ship United States. Authority for this project is provided in H. R. 
9342, H. R. 9473, and H. R. 9654. The Navy also supports construc- 
tion of a new passenger vessel for operation on an essential trade route 
in the Pacific as authorized by H. R. 9432. These new ships would 
improve the commercial position and enhance the mobilization capa- 
bilities of the American merchant marine. 

In accordance with the requirements of the Merchant Marine Act 
of 1936, as amended, the Maritime Administration already has sub- 
mitted plans and specifications for a passenger liner to replace the 
steamship America, to the Navy Department, for approval. This new 
ship, with minor modifications, is of the same basic design as the 
United States. 

We have determined that the proposed vessel will be another po- 
tential troopship of outstanding reliability, range of action, safety, 
troop capacity, and comfort. It will serve as a most valuable naval 
auxiliary in time of war, besides offering unexcelled passenger accom- 
modations in peacetime. The Navy has approved the plans and speci- 
fications and has certified that the proposed ship will be suitable for 
speedy and economical conversion into a military or naval auxiliary 
In time of war or national emergency. 

The Navy will certify as national defense features those changes 
necessary to meet military requirements when the extent to which 
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such changes exceed commercial requirements has been cores 

Defense features of the United States certified by the Navy con- 
sisted generally of improvements in speed, radius of action, capacity, 
and safety. These improvements greatly enhanced the value of this 
ship as a naval or military auxiliary. The United States has a re- 
serve speed substantially above that normally required for commer- 
cial needs and additional fuel capacity which increases the cruising 
range. These features increase protection against attack and help 
to achieve the maximum effectiveness in transportation of troops 
in wartime. 

The current plans of the replacement ship of the steamship America 
also incorporate, like the United States, deadweight capacity to ac- 
commodate a larger number of troops and their equipment and to 
provide them with necessary services. A high standard of com- 
partmentation, insuring a substantial margin of buoyancy, is a part 
of the new ship, as in the United States, “to reduce vulnerability to 
hazards of the enemy and the sea and to improve overall safety. 

Other rearrangements include changes to provide increased fire 
and shock resistance and thus reduce the possibility of damage to 
essential machinery by enemy attack. These and other features are 
expected to enhance the military value of this ship besides reducing 
the work, cost, and time for conversion of the ship into a military 
or naval auxiliary in event of a national emergency. 

Although business arrangements incident to acquisition and sale of 
the new superliner are a matter ohne arily under the jurisdiction of 
the Federal Maritime Board, the Navy questions the desirability of 
the precedent established by H. R. 9654 and H. R. 9342 in fixing a 
price for the sale of this ship by law. It is recommended that the 
cost to the operator and the amount of construction differential 
subsidy be determined in accordance with existing statutory proce- 
dures. 

H. R. 9654 provides that this superliner passenger vessel be equipped 
with nuclear propulsion in order to render it competitive during its 
useful life and to prevent premature obsolescence. On the basis of the 
Navy’s current experience with nuclear powerplants, the cost of in- 
stallation and operation of shipboard nuclear powerplants is not 
currently competitive with the cost of powerplants using conventional 
fuel and is not expected to be competitive for a number of years. 

I might add parenthetically there, Mr. Chairman, that our current 
program in large nuclear-propelled surface ships will serve as a very 
valuable forerunner of ships of commercial type in the development 
of these nuclear powerplants. We can afford in the Navy, because of 
the military advantages, to pay this increase in premium so that we 
feel that with our trail blazing in this area it will make the power- 
plants more economic and cheaper in the future and will help a 
great deal in the commercial utilization of nuclear power for such 
things as shipping. 

In the future, then, when nuclear-reactor plants can be constructed 
to provide power at cost comparable to those of conventionally powered 
plants, the reactor plant we are now considering to be installed in the 
superliner passenger vessel would be obsolescent. Moreover, in a 
large passenger ship designed for point-to-point transfer of passengers 
and troops, the extended cruising range derived from nuclear pro- 
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pulsion would have insuflicient mobilization value to justify the addi- 
tional cost. I, therefore, recommend that the nuclear power be elimi- 
nated from the replacement vessel of the America. 

Section 3 of H. R. 9654 provides that the Maritime Administration, 
in carrying on functions and activities under the act, may avail itself 
of the use of licenses, information, serv ices, fac ilities, and employees 
of any other agency of the Government. 

I am sure you remember, Mr. Chairman, that in connection with the 
nuclear icebreaker we made a similar comment in connection with this 
in recommending that this provision be amended to require prior 
approval of the agency or agencies from which assistance would be 
sought. 

I recommend that this provision be amended to require prior ap- 
proval of the agency or agencies from which assistance would be 
sought. Otherwise, inclusion of this provision might be construed 
to give construction of the new superliner an overr iding priority over 
all other projects regardless of nature or priority. 

Construction of these two new passenger ships would be a highly 
significant step toward combating obsolescence in our active merchant 
marine. This work would also help to satisfy a pressing need of the 
private shipbuilding industry for additional new construction of pas- 
senger and cargo ships. 

As you know, most of the merchant ship construction now under- 
way in private yards consists of tankers. More than two-thirds of 
the ships underway as of January 1, 1958, were in this category. 
Tanker construction is of short duration and is, of course, of limited 
usefulness in maintaining the diverse shipyard skills which will be 
essential in time of emergency. 

Although our country’s private yards now have a fair workload, 
including construction and repair of numerous combatant ships for 
the Navy, this situation will rapidly deteriorate unless new merchant 
ships in substantial numbers are ordered from year to year. 

Thank you. 

The Cuarrman. That concludes your general statement 4 

Admiral Mum™a. Yes, sir. 

The CHairmMan. On page 3, Admiral, you recommended that the 
cost to the operator and the amount of construction differential sub- 
sidy be determined in accordance with existing statutory procedures. 

Admiral, we have reached the point where it is agreed on both sides 
that this is impossible. 

Admiral Mumma. I may add that this is a little gratuitous on our 
part, Mr. Chairman. Frankly, the cost features of this ship are none 
of the Navy’s business. 

The CHatrman. It is the Navy’s business because I appreciate the 
Navy’s great interest. Admiral Wilson’s statement is one of the 
strongest that we have had before this committee and the committee 
appreciates the support that the Navy has given to this matter and 
the fact that the Navy realizes the urgent necessity for such a ship 
as this. 

As I say, we have reached the point where both sides agree the 
private investor has shown clearly the lack of interest in putting pri- 

vate capital in a venture of this type which certainly can be said 
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to be 50 percent in support of the national defense and 50 percent in 
support of our international commerce. 

Private investors cannot see putting their money in something that 
brings so little return. With that thoroughly understood, what would 
be your recommendation to this committee with respect to private 
legislation, if my view is correct ? 

“Admiral Mumma. In view of your statement, Mr. Chairman, I 
do not believe I have a recommendation in connection with the financial 
aspects of this proposition because of the fact that I would be speak- 
ing in an area that is fundamentally the province of the Department 
of Commerce and of the Maritime Board and the Maritime Adminis- 
trator. With your wise guidance and counsel, I am certain you will 
be able to solve the financial aspects of this problem. 

The Cuatrrman. However, you have complimented Admiral Wil- 
son’s statement. Your statement is in line with his. Would you say 
it is essential to the desired operation of the Navy in an emergency 
that these,ships be in existence ? 

Admiral Mumma. I certainly would agree to that, Mr. Chairman. 
I would say very strongly that during the last war the Queens were 
essential to our ability to transfer large quantities of troops across 
large bodies of water. The existence of the United States, and of her 
sister ship, and of a somewhat similar vessel for the Pacific, would be 
invaluable to the Navy. 

The Cuarrman. So with the facts as I have related them to you, 
would you say, then, it is absolutely necessary that this committee 
should find some way to build these ships at this time ? 

Admiral Mumma. I would certainly agree with you, Mr. Chairman. 

The Cuamman. There is one question about speed. You mentioned 
something about the speed of the vessel. Is that more essential to the 
national defense than it 1s to the normal commercial operation of the 
vessel ? 

Admiral Mumma. Yes, sir. 

The Cuarrman. The answer is “Yes,” then, that the speed should 
be heavily weighted in the contribution to the national defense 

Admiral Mumma. Yes, sir. It is becoming increasingly obvious 
that the submarine threat is increased by the increased speed of sub- 
marines. 

The Cuarrman. We heretofore agreed on a normal commercial 
speed of 28 knots and, of course, the supership has cruised at 31 knots. 
The extra speed is there, we might say, but the reason for its being 
there is primarily for the ni tional defense, is it? 

Admiral Mumma. That is correct, sir. 

The Cuarrman. Then the difference between 28 and 31 should be 
considered as a national defense feature ? 

Admiral Mumma. That depends upon the certification by the Mari- 
time Board and the Maritime Administrator. 

The Cuarrman. Turning it around another way, if we built the 
ship at 28 knots, the Navy w vould prefer 31¢ 

Admiral Mumma. Actually, sir, defense features up to and above 33 
knots were certified on the /nited States. 

The Cuarrman. Then all over 28 knots, which is the recognized 
commercial speed and is the speed of the Queens, you give predomi- 
nant weight to as a national detenae feature ? 
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Admiral Mumma. We are only required, by the operation of the 
Merchant Marine Act of 1936, to take into consideration speeds in 
excess of those considered by the maritime authorities in excess of 
commercial requirements and it is up to them to certify what the com- 
mercial requirements are, sir. 

The CuatrmMan. However, the commercial requirements would not 
be the desired requirements for you if they are 28. 

Admiral Mumma. We would not quarrel with the Maritime on 
what their commercial requirement determination was, Mr. Chair- 
man. 

The Cuatrman. Would you prefer the 31 knots? 

Admiral Mumma. Obviously. We w ould prefer that the speed be 
above 33 knots, as indicated by the previous testimony on the United 
States, by last year’s testimony on this same vessel, and my current 
statement indicates that we are very interested in increased speed 
over the commercial requirements. 

The Cuatrman. If you are then, that must be a part of the national 
defense features. 

Admiral Mumma. It certainly becomes one; yes, sir. 

The Cratrman. Mr. Tollefson? 

Mr. Totierson. Admiral, I think that every member of the com- 
mittee would like to believe that the ship could be built under exist- 
ing law, but it has become somewhat apparent that we are not going 
to be able to do it. 

I am glad you referred to this proposed vessel as a naval auxiliary. 
It has been my feeling all the time that too many people have lost 
sight of the fact that these vessels are auxiliaries to the defense effort 
and are ver y essentially so during time of emergency. 

Would you share the view that if actually the ship cannot be built 
under existing law, then we must find some means to build it because 
it is essential to our national defense effort ? 

Admiral Mumma. Yes, I would agree with that, Mr. Tollefson. 
I would certainly think so. 

Mr. Totterson. You think the ship certainly ought to be built? 

Admiral Mumma. We ought to find some way to do this. If the 
existing law is not adequate, and of course you gentlemen know a 
lot more about that than I do, I would certainly think we should 
make some provision. 

Mr. Totuerson. There are some troop ships in lay-up, are there 
not ¢ 

Admiral Mumma. Yes, sir 

Mr. Toutierson. Are some of them fairly old? 

Admiral Mumma. Yes, most of them were built during and before 
World War IJ, sir. 

Mr. Torterson. Since they have been in lay-up, has there ever 
been any consideration of the advisability of scr: apping any of them? 

Admiral Mumma. We have hung pretty tenaciously onto those 
ships because they are about all we have. 

Mr. Torterson. In other words, you consider them so important 
that you would not think of scrapping them even if they are getting 
a little old? 

Admiral Mumma. No, sir; we would not. 
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Mr. To.tterson. You keep them there in lay-up just about for the 
same reason that you keep some of your combat vessels in lay-up, 
because you might need them in the event of an emergency. 

Admiral Mumma. That is correct. As you know, we are finally 
agreeing to some reduction in the Libertys in the reserve fleet. The 
Maritime has asked us for concurrence in that and we have agreed 
to some reduction in the most obsolete and the most worn out of the 
Libertys, but that does not include these vessels you are discussing, 
sir. 

Mr. Totterson. Could you tell us something about these troops 
ships? Do they have satisfactory quarters, shall I say, for taking 
rare of the troops when they are being transported / 

Admiral Mumma. In comparison to the United States or this spe- 
cific liner they would be nowhere near as satisfactory. In other 
words, these two ships we are disc ‘ussing this morning are by far the 
finest troop ships that one could conceive and they carry for their 
size and at high speed a much larger amount per ton than do the 
other ships that you are referring to in the reserve fleet. 

Mr. Totterson. Would some of those troop ships be more vulner- 
able to attack by submarines than the proposed new ships ¢ 

Admiral Mumma. Yes. 

Mr. Totiterson. You would say the safety factor is of some con- 
siderable importance ? 

Admiral Mumma. It certainly is to us in carrying troops and the 
commercial factor in safety factor in peacetime is of vital importance. 

Mr. Toituerson. My colleague suggested that it is fairly important 
to the troops that are on the ship. 

That is all, Mr. Chairman. 

The Cuarrman. Mr. Robeson ? 

Mr. Roseson. Admiral, going back to the speed desirability, if the 
large ships such as we are considering in this replacement were under 
30-odd knots, it would make a considerable difference in their de- 
sirability for the purposes you have in mind for them, would it not? 

Admiral Mumma. Yes, sir. The ability of these other ships in 
the reserve fleet to operate with impunity against the current sub- 
marine menace would be much, much less than would that of these 
two new ships we are discussing. 

Mr. Ropeson. Then you would not recommend that we build a 
large ship of this type and have it dowwn below 30 knots, would you? 

Admiral Mumma. We would strive for the highest speed that was 
reasonably obtainable in both of these ships from a defense point 
of view. 

Mr. Roseson. Instead of having a ship commercially satisfactory 
at a speed, say, of 28 or below 30, “would you consider the cost: to the 
Government justified to have the high-speed features to bring it up 
above 33 ? 

Admiral Mumma. Yes, sir. This was evidenced in the case of the 
hearings on the United States and subsequent vessels, and the result 
has been that we have not deviated from our previous view that we 
wanted the speed in that ship and we would want the similar speed 
in her replacement. 

Mr. Roseson. Then with regard to any future large liners that we 
are talking about, that is the - primary consider: ation this committee 
should have in mind, is it not? 
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Admiral Mumma. Yes, sir. I think speed is one of the most im- 
portant features in the ship. 

Mr. Roseson. To authorize one that had a lesser speed than re- 
quired would really not take into consideration the full desirability 
for the defense ? 

Admiral Mumma. That is correct, Mr. Robeson. 

Mr. Ropeson. The reason I asked that is it seems to me, under 
present circumstances and the situation we are in, any of the ex- 

ensive large liners that this committee authorizes and promotes the 
building of ‘should necessar ily have high speed. 

Admiral Mumma. I think the Navy i is probably more interested in 
high speed than any other activity of the Government at the present 
time, and this has been the case with cargo ships and with all the ships 
that are being built. We are always pressing for more speed. 

Mr. Rosrson. Thank you. Thank you very much. 

The Cuatrman. Mr. Allen. 

Mr. Auten. Thank you, Mr. Chairman. 

Admiral, I would like to pursue that question of why this is a ship 
that we might construct without following the provisions of the 
present law. I have been trying to establish in my own mind some 
criteria for judging when we have a special case. 

I suppose if we take an inventory of what we have and what we 
need, and learn our deficiencies, that has a bearing on whether it is 
a special case. If we take a ship that departs so far from commer- 
cial needs as to have, for example, the evaporator capacity for pos- 
sibly five times its ordinary passenger and crew list, and so forth, we 
have another occasion of a special case, and the speed factor being 
far in excess of commercial requirements. 

Could you give us the benefit of some really good thinking on what 
is a special case which would cause us to depart from the ordinary 
provisions of the Merchant Marine Act, and particularly whether this 
steamship United States and whether the proposed American Presi- 
dent Lines ship come within the category of special cases permitting 
a deviation from the usual law? 

Admiral Mumma. Mr. Allen, it has been now nearly 9 years since 
the United States was at the same stage that this ship is of having 
been certified and defense features being discussed, and that activity 
at that time stood out as a special case. There was no question about 
it. It received a great deal of attention from many points of view, 
not only in the Congress, but in the General Accounting Office and 
otherwise, and it was a sufficiently unique ship in our merchant 
marine that I am sure it qualifies as a special case under your defi- 
nition. And the fact that 9 years has elapsed before we have another 
such special case arising, which is a sister ship concept, I would say 
that possibly special legislation might be indicated if we have been 
hampered by existing legislation up to now. 

I am sure you gentlemen are approaching this thing with ade- 
quate caution from a point of view of not opening the barn door and 
letting everything out. 

We have an administrative problem and this appears to be a special 
case, aS you say. 

Mr. Aten. I have come to at least tentatively the conclusion that 
we have included so much in the United States and its proposed 
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sister ship as to cause it to have features that are not entirely neces- 
sarily commercial, but which increase its cost beyond the point where 
it is attractive to private capital that can go elsewhere for higher 
reward. Then it gets to a matter of determining whether we should 
go into some type of special financing for this ship and if so, do we or 
do we not do the same thing for other ships ? 

Where do you draw the line, is what I am trying to get at. 

Admiral Mumma. The Pacific liner is within 90 feet, I believe, 
of being the same size as the other ship we are talking about, and 
somewhat lower in speed at the present concept, but the question 
as to whether it would be also included as a special case I think 
depends entirely upon the difficulties encountered in administratively 
going ahead with the building of such a ship. 

Mr. Aten. In your opinion, if private capital would not be at- 
tracted to an investment, should there be an investment of Govern- 
ment capital to make the building possible ? 

Admiral Mumma. I think that is a matter, of course, for your 
deliberations and the determination as to whether this is a sufli- 
ciently important aspect of the United States policy from a national 
point of view; in other words, taking into account all parts of the 
country, to warrant the investment of funds in this manner. 

I personally think that these ships are sufficiently important for 
them to be considered a national asset of primary importance. 

Mr. Auten. Do you have any statement of what it would cost to 
build a troopship with no commercial features of the size and capa- 
bilities of the United States or the proposed sister ship ? 

Admiral Mumma. We have made no such specific studies, Mr. 
Allen, because we have found that we are delving into the Maritime’s 
business when we get that far afield from our own what we would 
call combat-loaded auxiliaries. Our combat-loaded auxiliaries are 
quite expensive compared to merchant ships. 

For example, we have converted a couple of Mariners to what we 
call combat utilization and those ships become quite expensive, and 
this ship, the United States-type ship, already has a large number of 
those features incorporated in the design as approved with these de- 
fense features, so that it would cost us less to do and, therefore, 
some of the money is already saved by having put it in initially in 
the building of the ship. 

The Cuarmman. Mr. Allen, would you yield? 

Mr. Auten. Yes, sir. 

The Cuatmrman. Before you leave that conversion of the Mariners, 
what did it cost you to convert the Mariners to your desires? 

Admiral Mumma. The price varied somewhere between 16 and 19 
million dollars, sir. 

The Cuarrman. To convert them? 

Admiral Mumma. Yes, sir. 

Mr. Auten. Possibly you could give us another estimate on the time 
factor. There has been some testimony that a ship in operation 
such as the United States, the Wilson, or the Cleveland, could be taken 
over and be under Navy operational control and possibly at sea in a 
matter of minutes if the emergency situation were sufficient. 

How long would it take to break a troopship out of layup for a 
purpose that one of those ships might serve ? 
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Admiral Mumma. Normal activation we consider something of the 
order of 30 days or a little more. It depends upon the amount of 
modification and changes that are required during the activation, 
but for a ship like the United States, though there would be re- 
moval of ordinary passenger accommodation facilities like all the 
luxury items, the fundamental ability to convert quickly is there and 
the installation of the large number of bunks and the facilities for 
handling the large number of people are already incorporated in the 
ship, so that we have made such conversions as quickly as a matter 
of weeks, a short number of weeks, under urgent conditions. 

Mr. Rivers. Would you yield? 

Mr. Atien. Yes. 

Mr. Rivers. How long would it take you to convert the United 
States and put 14,000 troops on there ? 

Admiral Mumma. It would be difficult to estimate, but if it was 
very, very urgent, you could do it in the space of a couple of weeks, 
I would think. 

Mr. Aten. One other point. 

I notice in the statement that right at the end you say “Although 
our country’s yards now have a fair workload.” Do you know off- 
hand how many shipyard workers are now engaged in the construction 
of ships in the private yards ? 

Admiral Mumma. Separated by new construction and repair, in 
October of 1957, including shipbuilding and repairing, I have a pre- 
liminary figure of 129,000 employed in private shipyards. That in- 
cludes repair. The percentage of the amount of repair is not very 
great. The total week to Navy account is approximately three-fourths 
of the total work in process in the country. 

Mr. Rivers. Three-fourths of 129,000 ? 

Admiral Mumma. Three-fourths of the total of 129,000 and 92,000. 

Mr. Rivers. That is 160,000? 

Admiral Mumma. Yes, sir. It totals a little over 200,000 people 
employed at the present time, naval shipyards and private yards. 

Mr. Aten. It would indicate about 50,000 in construction and re- 
pair in private yards on private work ? 

Admiral Muwma. More than half of the work in private yards is 
to Navy account. 

Mr. Aten. Is that a satisfactory number of workers for mobili- 
zation purposes ? 

Admiral Mumma. It is on the shy side, sir, when you consider that 
during World War IT we have a total shipbuilding employment of 
1,700,000, and we now have 200,000. It is, so far as I know, the 
only industry that is operating at about one-eighth of its World War 
If employment. I do not think you will find it in any of the other 
major industries, certainly not in steel, in aircraft, and in other por- 
tions of the industry. 

Mr. Atten. Thank you, Mr. Chairman. 

The Cuatrrman. Mr. Miller. 

Mr. Mirier. Admiral, Mr. Allen has anticipated me in the ques- 
tions I was going to ask, but in connection with these two ships we are 
speaking about being special cases, will there ever be a time with the 
developments that are constantly taking place in this field that we can 
say the building of large ships is going to fit into a certain pattern 
of ships ? 
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Will we not have to consider them pretty much from now on out 
as special cases? Will we ever be able to catalog them as we do tankers, 
or carriers, and dry cargo ships? Will they not all be pretty much 
special cases ? 

When you come to replace the United States, you will have to con- 
sider that in about 10 years, by that time do you not think there will 
be new developments in the replacement of that ship to make it a spe- 
cialized problem again ? 

Admiral Mumma. Yes, Iam sure there will be, Mr. Miller. We have 
many cases in which technological progress would in itself make it a 
special case. 

For example, I could visualize that the replacement for the United 
States might be a nuclear-powered ship, because by then we would 
have built the « arrier, the carrier would have been running for a num- 
ber of years, so would our cruiser have been running, and by then I 
certainly hope for naval reasons as well as commercial reasons that 
the cost would have come down a little bit. Therefore, I would cer- 

tainly think that that might make it a special case again. 

Mr. Miter. In the foreseeable future then, there will be no time 
that we can say or that it would be possible perhaps to write general 
legislation which affects the replacement or the building of these ls arge 
ships? 

Is that a fairly good conclusion from what you have heard here and 
from your knowledge of these things? 

Admiral Mumma. That is a little bit difficult for me to answer, Mr. 
Miller, because I do not know to what extent different legislation is 
roing to be required as a result of your deliberations here, but I think 
it might be difficult to write legislation that would take care of every- 
thing from now on. 

I agree with you there. 

Mr. Miter. I have this in mind: The act of 1936 works very well 
for well-accepted types of ships. Should we tamper with that act 
and perhaps upset the experience and the balance that we put in to 
take care of these few extreme cases that are going to oom up, or 
should we leave it alone and handle cases like the Pacific Liner and 
the sister ship, the United States, and give full weight to all of the 
factors that go into them in specialized legisl: ation ? 

Admiral Mumma. To a certain degree it is something like person- 
nel legislation in the Navy. You have to have personnel legislation 
every 10 years just because conditions change, and I would sus- 
pect that some legislative overhauling of the situation would be 
required on that kind of a eycle for the purpose of keeping alive and 
staying up with the times. 

Mr. Mruier. Admiral, we have discussed the carrying capacity of 
these ships. If we do not have these ships and an emergency arises, 
about how many ships would you have to break out of the reserve fleet 
to take care of the potential capacity ! 

Admiral Mumma. Depending upon the situations, it might be any- 
where from 3 to 8 ships, but these ships carry in a much safer manner 
that number of troops. 

Mr. Miuuer. And if you have to break out from 3 to 8 ships, you are 
going to start to dig pretty deeply into that reserve, are you not 2 

Admiral Mumma. Yes, sir. 
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Mr. Mriier. You are going to get ships that are obsolescent. There 
are not only the safety factors, but the speed factor. It would be a 

very costly thing to operate, say, 6 ships as against these 2 to get the 
same results that you could get with these 2 ships if we have them in 
being. 

Admiral Mumma. Yes,sir; I would certainly agree. 

For example, there is nothing quite as good as a ship in being and 
operating and being economically used by its owners as a potential 
source of ¢ arrying troops. 

We feel, therefore, that a ship in being, in operation, and being kept 
up in proper fashion, is of far more potential value to us than would 
be ships actually in mothballs. 

Mr. Mitier. You describe fully to the necessity for this ship for 
the Pacific along with the U/nited States sister ship ? 

Admiral Mumma. Yes, sir; I certainly do. 

Mr. Mitier. Because that represents another field and one that we 
are not as familiar with because it is not quite as dramatic, but presents 
problems of its own that are peculiar to it with the great distances that 
must be traveled, the fact that explosive situations exist in the Pacific 
Basin, besides the great potential for trade if things ever iron them- 
selves out: is that not true ¢ 

Admiral MumMa. Yes,sir. Wealways have our eye on both oceans 
when we talk about these ships. 

You know that we talk about the cruising range of the United States. 
If she were only going to be used in transatlantic voyages from here 
to the United Kingdom, there would be not much value in certifying 
defense features for additional cruising radius of that ship, so that 
we are interested in high speed, long- legged ships that can go anywhere 
we would want them to go in time of emergency, and that inchades, of 
course, the broad Pacific where you automatic ally have to build in 
cruising range in order to take account of these great distances. 

Mr. Miter. That isall, Mr. Chairman. 

The Carman. Mr. Ray. 

Mr. Ray. No questions, Mr. Chairman. 

The Cuarrman. Mr. Dellay. 

Mr. Detiay. Thank you, Mr. Chairman. 

You stated : 

It is recommended that the cost to the operator and the amount of construction 
differential subsidy be determined in accordance with existing statutory pro- 
cedures. 

Do we not also agree, however, where construction of a new vessel 
enters into the field of building a potential troopship which will be 
considered a naval auxiliary, serious consideration might be given to 
enacting special legislation in each instance ? 

Admiral Mumma. Yes, sir; I think that is true, that if the existing 
statutory proc edures do not cover this special legislation, then some 
other arrangement is pretty obvious. However, it might have been 
better if I had left that out of my st: itement because I do not think 


it really is part of my business in the Navy to get into this phase of 
oper: ation of the Maritime Administration. 

Mr. Detiay. I would like to voice one thought, that most of us feel 
we do not want to change the existing statute ordinar ily, and if we do 
change it, not change it generally. But I think if necessary we change, 
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in each specific instance. We can keep the existing statute and only 
change when each specific instance comes to the fore. 

Admiral Mumma. That, of course, would insure that it would get 
a pretty thorough review each time. 

Mr. Mitier. Will the gentleman yield? 

Mr. Detuay. Yes, sir. 

Mr. Miter. I just neglected to compliment you, Admiral, on your 
statement. I think it is an excellent statement and I want you to know 
I for one appreciate it. With your vast knowledge of this problem, I 
do not know of anyone more capable than you and I am very happy 
you have done it the way you have, sir. 

Admiral Mumma. Thank you. 

The Cuarrman. Had you finished ¢ 

Mr. Detiay. Yes, Mr. Chairman. 

The Cuarrman. Mr. Mailliard. 

Mr. Marmurarp. Yes, Mr. Chairman. 

Admiral, getting to the APL ship, that has not been submitted to 
you yet, has it, formally / 

Admiral Mumma. Not officially, Mr. Mailliard. It has been given 
to us informally for advance study, and we have looked it over. 

Mr. Mamu1arp. Can you give us any idea as to what changes you 
are going to make in it and what type of change ? 

I understand the APL ship that has been planned and designed is 
the ship they want for their particular commercial run and has no 
defense features in it. 

Admiral Mumma. We have not gotten into detail with the Maritime 
Administration or with the American President Lines on the ship, 
because we are waiting actually Maritime’s comments in connection 
with the submission, so that what we are doing is just generally 
familiarizing ourselves with the ship. 

I guess it is our understanding that there are at the present time 
no defense features involved in that ship, though I have not heard 
that except by hearsay. 

Mr. Martuiarp. I am sure there are defense features there by acci- 
dent, but, as I understand it, it was not designed for specific defense 
purposes, and I just wondered if you had any rough approximation 
of how much rearrangement you might require to bring it up to the 
standard that you would want. 

Admiral Mumma. I do not believe we have given it sufficient de- 
tailed study to permit that at the present time, to permit a knowledge- 
able statement. to be made on that point. I would estimate, however, 
that we would ask for a reasonable number of improvements in the 
ship from a defense point of view. 

Mr. Marrirarp. Would one probably be increased compartmenta- 
tion ? 

Admiral Mumma. It would be to a degree the amount that the 
design exceeds the commercial requirement. 

Mr. Mariuiarp. What I mean is, regardless of the way it is planned 
now, you would want compartmentation similar to the United States, 
would you not ? 

Admiral Mum™a. Yes, that is right. In that size ship you would 
want that kind of compartmentation, 

Mr. Martuiiarp. What about the speed ? 
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Admiral Mumma. I think we would get into the speed question 
pretty seriously to determine whether or not the speed could be 
increased, 

Mr. Mariuiarp. Is it true in designing a large ship like that that 
you have kind of a break point at about 28 or 2344 knots, where you 
are going into substantial redesigning if you go above that speed 4 

Admiral Mumma. That may be. I am not familiar with the lines 
of this ship in detail, because the current plans do not include lines. 
We have seen general arrangement plans, so I would like to get into 
that aspect of it with the designer, and with the American President 
Lines, and the Maritime Administration, when it is referred to us 
for this purpose of determining what is the economic speed to which 
this ship could be pushed from a defense point of view. 

Mr. Matuuiarp. What I am really trying to get at is not the details, 
but the principle that is involved. We have had some testimony 
here that we probably cannot run a ship on two shafts much over 
28 or 281% knots. If that is so, then the moment you get up to the 
kind of requirements you put on the United States, with a defense 
speed of 33 knots, you would be talking, if that basic statement is 
correct, about substantial redesigning of the ship. 

I am just wondering how you determine it. You say you want 33 
knots. ‘This ship is not so very much smaller than the United States. 
However, do you not also balance the desirability of that speed 
against what it is going to cost ? 

Admiral Mumma. Yes, sir; and I think you would have a little 
more trouble getting 33 knots in this ship than in the United States, 
because, after all, the U/nited States is a longer ship and speed comes 
easier in a longer ship. 

Mr. Maruiarp. So these defense features are not absolute in the 
sense that you decide what you want and you are going to have it no 
matter what it costs ¢ 

Admiral Mumma. No, sir; because we cannot put ourselves in the 
uneconomic position of killing the ship by demanding things that you 
will never get, so automatically it is tempered with good judgment. 
We get the best defense features in the ship that are commensurate 
with its costs, utilization, and commercial demands, so that we do not 
spoil the ship commercially. 

Mr. Maturarp. The APL, as I understand it, is a 26-knot ship, 
which is what they want for their commercial requirements, and if 
you, with some additional cost, can push it up to, say 28 or 29 knots 
sensibly without ruining the ship, that is what you ask for as a defense 
feature ? 

Admiral Mumma. That is correct. That is the kind of thing that 
we go after as a defense feature. 

Mr. Mainiiarp. That is all, Mr. Chairman. 

The Cuarman. Mr. Pelly. 

Mr. Pexiy. Admiral, would it be fair to say that the Navy is now 
in the process of rebuilding the Navy in line with the atomic age, 
and nuclear power, and supersonic speeds, and that the budgetary 
requirements for getting those new ships is the one thing that im- 
pedes your asking for funds to provide adequate transports for the 
event of an emergenc y? 
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Admiral Mumma. Not only that, Mr. Pelly, but we have a terrific 
problem in getting the features into the ships that we want. 

For example, taking priority, of course nuclear power has first 
priority in the submarines where it conveys most to the ship. Asa 
second priority, we would like to have all of our surface ships nuclear 
powered, too, from a mobility point of view and ability to stay at sea, 
but we find that we have to approach it at a reasonable pace in order 
to stay within economic bounds, costwise, and we at the moment are 
building a pretty fair number of ships conventionally powered in 
the interim until the nuclear power gets a little bit cheaper. 

Mr. Petty. What I meant was from a practical aspect you are not 
asking funds for essential troopships to have in the event of an 
emergency because you place a higher priority on combat vessels 
now ? 

Admiral Mumma. We have to, Mr. Pelly, because we find that 
with the, shall we say, self-discipline, we have to place upon our own 
utilization of design features in combatant ships, we have really 
nothing left over at all to put money into the auxiliary types. 

Mr. Petty. Were that not the case, you certainly would have maybe 
$110 million in there for another troopship, would you not, because 
you consider it absolutely essential, that you would be seeking funds 
for if there were not a higher priority on combat vessels ? 

Admiral Mumma. Except for the policy matter that is involved 
also of such ships being built by Maritime. 

Mr. Petiy. However, here is a case where, instead of $110 million 
for $80 million, you could have a troopship available at a moment’s 
notice bringing in actual revenue rather than having to be main- 
tained at considerable expense, in standby readiness. So it is very 
desirable, I would think, from your point of view to have a sister ship 
to the United States built this way from the point of view of your 
budget as against having to provide the essential troopship for your- 
self, the Navy. 

Admiral Mumma. Yes, sir; from that point of view there is no 
doubt about it. Of course, as we always do in time of major emer- 
gency, we pool all of our assets nation: illy to the fundamental effort. 

Mr. Petty. However, this is a lot cheaper as far as the taxpayer 
is concerned ¢ 

Admiral Mumma. That is correct. 

Mr. Petty. Yet provides you with what you feel is absolutely 
essential ? 

Admiral Mumma. Yes, sir. 

Mr. Petry. That is all. 

The CHarrman. Mr. Rivers. 

Mr. Rivers. I am glad to see that you have taken out this part in 
here that Mr. Dellay called to your attention. I had that under- 
scored, too. 

Does the Navy need a sister ship to the United States in the At- 
lantic and at least one in the Pacific from strictly a security stand- 
point ¢ 

Admiral Mumma. I think I said last year, and I think it is just 
as valid this year, that we could use a dozen ships of this size. 

Mr. Rivers. Does the Navy regard—when I say Navy, I am talking 
about you, Admiral—the merchant passenger service of which these 
two ships are a part as an arm of the national defense potentially ? 
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Admiral Mumma. Yes, sir. Just as the Coast Guard is a very in- 
tegral part of the Navy in time of war, so does the merchant marine 
become a very strong right arm of the Navy in time of war. 

Mr. Rivers. You are interested in speed when you get mixed up 
in a ship like the United States and/or its successors. That is one 
of your prime considerations ? 

Admiral Mumma. That is correct. 

Mr. Rivers. Because of the new high-speed underwater craft of 
our potential enemies ? 

Admiral Mumma. That is right, Mr. Rivers. 

Mr. Rivers. You have to have it. The Pacific is a big ocean if 
you are in an airplane. That is not like the Atlantic. You get in 
the Atlantic and in 8 or 9 hours you see land, but in the Pacific you 
fly and fly and fly, and the same way with the ship; you sail forever, 
and with the ship that we want we are just not headed for Hawaii 
if we are interested in defense. You might want to go to Singapore, 
or Australia, or God knows where you might want to go, but you 
will want to go and will want to get there with speed; is that not 
right ? 

Admiral Mumma. That is right, absolutely. 

Mr. Rivers. The point I am coming to is this: Therefore, dollar 
consideration cannot govern your decision. You cannot preface de- 
fense on cut rates or good bargains, because defense is something 
that you have to spend for. If you are going to get these things 
that these gentlemen have brought out to you, you have to have 
them in being now; is that not right ? ¢ 

Admiral Mum™a. That is exac tly true. 

Mr. Rivers. You have nuclear power know-how on the west coast. 
That is ~? we are fighting to keep a certain naval shipyard in Long 
Beach, Calif., and other pl: ices there, because we cannot fool with 
the Panama Canal. We cannot be bothered with the Panama Canal 
if trouble comes. The ships have to be there and in being; is that 
not right ? 

Admiral Mumma. That is true. 

Mr. Rivers. Is the APL qualified to handle a ship like the United 
States in the Pacific in your opinion ¢ 

Admiral Mumma. Yes, sir. 

Mr. Rivers. Is there anybody else qualified to do it? You would 
not say no, would you ? 

Admiral Mumma. I would not say no. 

Mr. Rivers. Are they qualified to handle two? What good would 
one do? 

Admiral Mumma. That is a determination that is usually arrived 
at with the Maritime Administration, in which they determine what 
is required for the commercial run. 

Mr. Rivers. They say what is required of the commercial run, but 
you would be interested in many factors—unemployment, defense 
potential, speed, ships in being, and numerous things. Therefore, to 
have 2 would be better than 1. 

Admiral Mumma. Oh, I certainly agree; yes, sir. 

Mr. Rivers. It would be just as noble an experiment as the one of 
Ned Cochrane and Earl Mills and all those fellows, but you wish now 
you would have built two, do you not ? 
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Admiral Mumma. That is right; yes, sir. 

Mr. Rivers. So give George Killion something that will balance 
his fleet. Let us give him two so it will be balanced. To me it is 
ridiculous. I have never ridden on George Killion’s ships, but if 
he is entitled to one he ought to have two, just like General Franklin, 
He is burning up the America. You cannot run that ship at 22 knots, 
You ought to have 2 if they are for de fense, and you said just now 
that you could convert it in 2 weeks, which is a great statement. It is 
remarkable. 

If you need 1 in the Pacific you need 2, and I am glad to see you 
take this sentence out about dollar consideration. You should be 
prepared to justify it out of your budget if you said it is so good. 

I am not talking about somebody else’s budget. I am talking about 
your budget. You either need it or you do not. I am sincere about 
it and you know it. Shipbuilding is a hobby of mine. You know 
something about that, do you not ? 

Admiral Mumma. Yes; I know you are interested in shipbuilding, 
Mr. Rivers. 

Mr. Rivers. Quite interested. I am interested in south of the 
Mason-Dixon line, too, but we would not get any of these ships down 
there. You said there were 129,000 employed in private yards and 
92,000 in naval shipyards, and three- fourths of those, giving you over 
160,000, are paid out of your budget. You did take that out of your 
budget ? 

Admiral Mumma. That is correct ; yes, sir. 

Mr. Rivers. We hear about this recession. I know parts of the 
America where they do not call it a recession; they call it a full-scale 
depression. And, Admiral, now would be the time to get in plans, 
because you do not learn to build ships overnight. You know that. 
The know-how has to be there, and I think if you are going to build 
1 on the west coast you ought to build 2 on the west coast, and if the 
1936 act is not capable of incorporating it and contemplating it and 
if the intent of Congress is not broad enough to be included in that act, 
we should change it, because of what you : said, the security. That is 
your main reason for coming here. 

I think, as I have said and told you, you have a fine shop downtown 
You run it well and I admire you. You answer questions. <A lot of 
times I do not like the way you answer them, but you answer them. 

Admiral Mumma. Thank you. 

Mr. Rivers. I think what you should do now is to get these things 
on the board and justify it out of your budget, and if you will do that 
I will help you, and you know I am a good fellow to have on your team. 

Admiral Mumma. I certainly agree. 

Mr. Rivers. I think, Mr. Chairman, what we should do now is to 
insist that we get a balanced program for the Pacific as well as a 
balanced program for the Atlantic—that is what I want the admiral 
to get in mind—and make the legislation sufficiently broad so that 
they could do it with the defense concept as well as the intent incor- 
porated in the 1936 act, because there is not any such thing as free 
enterprise in this country as there used to be. 

You can talk about it all you want. We talk about States rights 
down South and we holler about free enter prise. Everybody is getting 
help from the Government. In the great automobile industry they 
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are up to their necks in Government contracts. They are building the 

jet engines. We see these gentlemen every day in the other committee 
serve on. They are building missiles. They are building every- 

thing. Everybody is influenced by Government money. ‘ 

Those people across the ocean do not have any free enterprise either. 
The Queens and all these ships are British business, the Common- 
wealth, the Crown. The Viscount airplanes and all those things are 
built by the British Government, and the same way with the other 
countries, and we have to help our American people if they are going 
to be in business. Do you not agree with me? 

Admiral Mumma. Yes, sir. 

Mr. Rivers. I think we ought to draw the legislation to fit the 
case, because we need them in the Pacific from a defense proposition 
and we need them in the Atlantic from a defense proposition. Do 
you not agree with that ? 

Admiral Mumma. I agree with that statement. 

The only point that I have difficulty in agreeing with you, Mr. 
Rivers, is the fact that the requirements aspects of our budget is a 
very difficult thing to arrive at and it is done with a great deal of 
consideration. So far, we have not contemplated invading the Mari- 
time and the Department of Commerce’s area. 

Mr. Rivers. Invading it? 

Admiral Mumma. Invading it by budgeting for such as these types 
of ships. 

Mr. Rivers. I think you cooperate with them. I do not think you 
invade. Do you think if you went over there and said you needed 
3 ships or 4 ships you would be invading ? 

I think they would like that kind of invasion. I think you ought 
to justify it out of your budget, because General Franklin has testi- 
fied that he has to have more than his company can raise. 

Admiral Mumma. We think that this can stand on its own feet 
without its being a part of the defense budget, Mr. Rivers. 

Mr. Rivers. How much did you put in the United States? 

Admiral Mumma. The Navy did not put anything in the United 
States. 

Mr. Rivers. You justified it anyhow ? 

Admiral Mumma. Yes, sir. 

Mr. Rivers. That is what I had in mind. 

Admiral Mumma. Yes, sir. 

Mr. Rivers. How much would you be willing to justify for another 
United States? 

Admiral Mumma. The defense features have not been requested to 
be certified yet because the Maritime Administration has not yet told 
us what the commercial requirements of the ship are. 

Mr. Rivers. Then what would be your modus operandi? 

Admiral Mumma. We would then determine in consultation with 
the designers, with the U. S. Lines, and with the Maritime, some 
method of determining what were and what were not defense features, 
which we would then certify to the Maritime Administration and the 
Maritime Administration would then be charged with the task of 
carrying out the building of the ship. 

Mr. Rivers. This is my last question, Mr. Chairman. 
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Let’s get down to brass tacks. Say the Maritime Administration 
says, “We want another United States very badly”; what about 1946 
when they built it? 

Admiral Mumma. Actually, the current design is not identical. 

Mr. Rivers. Just say it were. You would not have any trouble. 
You would say O. K. ? 

Admiral Mumma. If we could get it at the same price, I do not 
think there would be any question at all. 

Mr. Rivers. Now you are getting back to this statement, putting 
it on a dollar value. You said you would take that out. Get away 
from dollar value. 

Admiral Mumma. I was considering the Maritime view as well. 

Mr. Rivers. You consider your own view now. 

You are not concerned with dollars? 

Admiral Mumma. I am not concerned with dollars, and that is why 
we have taken a position which is extremely strong from a national 
defense point of view. 

Mr. Rivers, All right; from a national defense point of view. The 
Maritime Commission says, “We want another United States,” but in- 
stead of putting in $40 million—how much was in the first ship? 
Forty-some-odd million dollars? 

Admiral Mumma. It is of that order. 

Mr. Rivers. Say it cost $60 million, or $70 million, or $100 million; 
what would you say ? 

Admiral Mumma. I would still say it is Maritime’s business. 

Mr. Rivers. You would not say that is pretty good for defense? 

Admiral Mumma. No; I still say it is their business, Mr. Rivers. 

Mr. Rrvers. Without any suggestion from you ? 

Admiral Mumma, That is correct. 

Mr. Rivers. What did you say when they built the United States? 
It is still their business ? 

Admiral Mumma. Yes, sir. 

Mr. Rivers. Why did you put 4 compartments in and 3 or 4 power- 
plants, and everything in there except the piano stool and the meat 
block ? 

Admiral Mumma. Because we felt it was important from a defense 
point of view. 

Mr. Rivers. Why not now? Invasion ? 

I think you ought to answer the question. If it costs $100 million 
and you need it, you ought to say, “We are for it”; should you not? 

Admiral Mumma. I do not think I should be answering that ques- 
tion specifically as to an amount. It is not my business, Mr. Rivers, 

Mr. Rivers. Answer this question: Would you be willing to certify 
another fast transatlantic liner in the Atlantic as a defense potential ? 

Admiral Mumma. Yes, sir; I have said so. 

Mr. Rivers. Say so again. 

Admiral Mumma. I say so again. 

Mr. Rivers. That is all. 

The Cuarmman, Mr. Gross. 

Mr. Gross. Admiral, if you were building a troopship, what mini- 
mum speed would you build into it? 

Admiral Mumma. That would depend upon the size of the ship 
and her ability 
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Mr. Gross. Let’s say a big troopship. 

Admiral Mumma. A troopship of this size, sir. 

Mr. Gross. Yes. 

Admiral Mumma. We would build at least 33 knots into it. 

Mr. Gross, That would be your minimum requirement ? 

Admiral Mumma, Yes, sir. 

Mr. Gross. There has been a great. deal of talk about compartmenta- 
tion of ships. What would be the result if nuclear warheads were 
used # 

Would there be any ship survival at all regardless of the number 
of compartments of the ship? 

Admiral Mumma. That would be difficult to visualize. It would 
depend how far away the explosion was from the ship. If it were 
actually a contact explosion in the ship, the chances of survival of 
the ship are rather remote. 

Mr. Gross. No matter how many compartments the ship might 
have ¢ 

Admiral Mumma. That is correct, sir. 

Mr. Gross. That is what I thought. 

Have you made any tests? 

Admiral Mumma. Yes, sir; we have. 

Mr. Gross. Upon various compartmented ships? 

Admiral Mumma. Yes, we have, not only at Bikini, but Eniwetok 
and other tests in the Pacific so that we know the effects of explosions, 
both air and under water. 

Mr. Gross. So again, while compartmentation is something to be 
taken into consideration, compartmentation with the use of present 
weapons is no assurance of ship survival, is it ? 

Admiral Mumma. That is true. It is impossible at the present time 
to insure against sinking a ship, because of the greater lethal capabil- 
ity of a nue clear torpedo or bomb. 

Mr. Gross. Do you have any idea of why foreigners building super- 
lines do not put defense features into them ? 

Admiral Mumma. I do not think they call them such. They cer- 
tainly have general subsidies of a type. In other words, the Govern- 
ment, I am sure, helps most of them with their construction, but I 
do not believe that they have had the close working relationship 
between the military side and the civilian side that we have with our 
Maritime Administration and with our design agents and shipowners, 
so that we get a far better ship in proporation to its use commercially 
than do the other countries. 

Mr. Gross. Admiral, that is a little bit hard to understand because 
the British were building ships before there was a United States of 
America. They have been engaged in wars all over the world and it is 
hard to understand why they build superliners without quick conver- 
sion features, 

As you know, it was testified here yesterday that the French are 
building a superliner today that apparently carries no defense features 
in the terms that we think of. 

Admiral Mumma. I personally think that is a great mistake. The 
Queens, if they had ever taken a torpedo during World War II, would 
have been in pretty sad sh: ae in comparison to the United States, and 
the same was true of the Vormandie, actually, when she had her fire, 
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so that I would say that these defense features that go into the United 
States, for example, are extremely valuable. 

Our demanding them also makes a benefit for the commercial utiliza- 
tion of such a ship. An Andrea Doria accident could not possibly 
have happened to the United States. 

Mr. Gross. Apparently we are not only going to furnish the ma- 
terials but we are going to furnish the men to fight the next war, if 
there is a next war. I hope there is not. However, if there is, ap- 
parently we are going to furnish everything. 

Admiral Mumma. We are going to be carrying our lads in at least 
our own ships to the maximum extent possible next time, and they 
will be safer asa result of that. Certainly an additional UV nited States 
would be far more desirable from all of our points of view in this 
country than to put them in some foreign bottoms that we cannot 
trust as soon as they have a minor collision. 

Mr. Gross. I hope that is right. I will never forget the trip I took 
in 1918 over to France in a British tub. I hope that Americans will 
be carried in American ships. I never want another ride in a British 
troopship or the equivalent of it. 

Admiral Mumma. I have ridden the . pat Mary. I have also had 
two voyages in the U/nited States, and I must say that, from a tech- 
nical point of view, I have been over it from stem to stern, not only 
builder’s trials but duri ing both of those voy ages, and I can assure you 
that from a technical excellence point of view she is a magnificent 
ship, and from a safety point of view for carrying the passengers she 
is unexcelled on the North Atlantic now. 

Mr. Gross. You are speaking of the Queen Mary now? 

Admiral Mumma. I am speaking of the United States. I say I have 
also been aboard the Queen and been all through her, and I can assure 
you that there is nothing that excels the nited States on the North 
Atlantic from a safety point of view. 

I might add, incidentally, that one aspect of an operating ship of 
this type is the fact that you have a trained crew on board that know 
how to operate the ship effic iently and well, and I might also add that 
the crew of the /nited States is a magnificent crew. 

Mr. Gross. That is all, Mr. Chairman. 

The Cuarrman. I regret very much, Admiral, that the press was 
not present when you made the statement about an accident such as 
that that happened to the Andrea Doria could not have possibly hap- 
pened to the U/nited States. That was your statement, was it not? 

Admiral Mumma., That is correct, sir. 

The Cuarrman. Mr. Curtin. 

Mr. Curtin. Admiral, what is the maximum speed of the Queens? 
How fast do they go? 

Admiral Mumma. I believe they had them wide open when they 
took the blue ribbon at around 32 knots. 

Mr. Curtin. Both of them are about the same speed ? 

Admiral Mumma. I believe so. 

Mr. Curtin. That is all, sir. 

Mr. Rivers. Mr. Curtin, would you mind one little observation ? 

Mr. Curtrn. No. 

Mr. Rivers. Would you deny that the United States can exceed 42 
knots? 
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Admiral Mumma. I do not wish, Mr. Rivers, to discuss the speed of 
the United States beyond 33 knots. 

The CuarrmMan. Mr. Drewry. 

Mr. Drewry. Admiral Mumma, what you have said here today is a 
reaffirmation of what you said when we had the hearings some months 
ago, you and Captain Outerbridge, I believe ; is that correct ? 

Admiral Mumma. That is correct, yes. 

Mr. Drewry. The only thing is, we are 19 months further along, 
so that would suggest that there may be a little more urgency now than 
there wasthen. Would you say that is true? 

Admiral Mumma. I would certainly agree. I think we have lost 
time. 

Mr. Drewry. In reaflirming what was said before—I do not recall 
whether it was you or Captain Outerbridge—the statement was made 
with regard to the America that the Department of the Navy would not 
object if she went into operation by sale to a friendly country, a NATO 
country ; is that correct ¢ 

Admiral Mumma. I think that statement was made; yes, sir, Mr. 
Drewry. 

Mr. Drewry. Do youstill hold to that position ! 

Admiral Mumma. Yes. I think that is consistent with our position 
at the present time. 

Mr. Drewry. Bearing in mind your earlier statement about the 
tightness of your grasp on certain troop ships which are in reserve, 
and bearing in mind the testimony of Admiral Wilson that there were 
quantitatively about 156 ships of troop-carrying capability, of which 
only 12 are 20 knots or better, what would be your personal opinion 
as to the alternatives of selling the America abroad, or selling off some 
of these older, slower ships and retaining the America under direct 
American control, with the slower ships to be sold up to, say, an 
equivalent dollar value or something like that, if the dollar question 
is the sticking point as to whether this vessel is traded in or sold 
foreign ? 

Admiral Mumma. I think our interest in that would be primarily 
on the basis of the troop-carrying capacity of the corresponding ships 
that you refer to. There might be advantage actually in keeping the 
America and letting the others go from either a monetary or possibly 
even from our point of view. 

Mr. Drewry. The questions of space, and speed, and those things 
would all enter into it ¢ 

Admiral Mumma. That is right, and the America, of course, is 
faster than most of those ships. 

Mr. Drewry. She is apparently, according to Admiral Wilson’s 
statement, one of the 12 ships in the United States capable of 20 knots 
or more, and you are thinking in terms definitely above that as you have 
—— it here today. ; 

t is your personal opinion that it might be a reasonable way of 
meeting the thing so that we could in effect upgrade our reserve 
capacity of troop-carrying capability and at the same time, if these 
other ships are transferred to friendly countries, then they are still 
just as available as the America would be if it were transferred in 
the same way ? 

Admiral Mumma. That is correct, Mr. Drewry ; yes. 
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Mr. Drewry. That is all, Mr. Chairman. 

Mr. Totterson. Mr. Chairman, could I ask one question ? 

The Cuarrman. Yes. 

Mr. Totierson. Admiral, Vice Admiral Will was quoted as saying 
that some of our troop ships are fast approaching obsolescence and 
that if private industry does not soon build some passenger ships, 
the military will be compelled to. 

Is that stating it about right ? 

Admiral Mumma. It could well be. However, we are having dif- 
ficulty building any ships of this type at the present time because we 
are not able to build such numbers of the combatant types, so that 
it would be a priority problem within the Navy, I am sure. 

Mr. Totierson. However, if these two proposed ships are not built 
for some reason or another, would the time soon come when you 
would feel compelled to suggest to Congress that the military build 
some troop ships? 

Admiral Mumma. I certainly would think it would be a matter 
for consideration ; yes, sir. 

Mr. Totierson. That is all, Mr. Chairman. 

Mr. Gross. Will the gentleman yield ? 

Mr. Totierson. Yes. 

Mr. Gross. By the same token, if these ships were built, would 
you be in asking for troop ships ¢ 

Admiral Mumma. This would eliminate some of our desirability 
of having troop ships. It would automatically replace some of our 
pent-up demand for ships of this capability. 

Mr. Gross. That is all. 

The Cuarmman. Thank you very much, Admiral. You have been 
a most interesting witness and the committee appreciate your sound 
advice. 

Admiral Mumma. Thank you, Mr. Chairman. 

The CuHarrman. On account of unavoidable conditions, Mr. Killion, 
who was scheduled to appear here last week, could not be present, 
so I am going to give Mr. Killion an opportunity at this time to 
present the situation with respect to his operation in the Pacific and 
the difficulty he is having with the Maritime Administration in the 
construction of his two passenger vessels. 

Mr. Killion, we are glad to have you. I sincerely hope you are 
feeling better than you were a week ago. 


STATEMENTS OF GEORGE L. KILLION, PRESIDENT; ARTHUR B. 
POOLE, VICE PRESIDENT AND TREASURER; AND GEORGE T. 
PAINE, VICE PRESIDENT, ENGINEERING, AMERICAN PRESIDENT 
LINES, LTD., SAN FRANCISCO, CALIF. 


Mr. Kitiion. Thank you. 

The CuHatrrmMan. You may bring such assistants as you care to 
have with you, Mr. Killion. 

Mr. Kit110n. I would like to have Mr. Poole and Mr. Paine. 

The Cuarrman. For your benefit, I want to let you know that your 
assistant, Colonel Brinson, made a very forceful statement and pres- 
entation of your case before this ¢ ommittee last week. 
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Mr. Kiu10on. Thank you. That was expected of him, of course, 
and I knew that he would. I did regret very much, Mr. Chairman 
and gentlemen, that I was unfortunately detained by a case of the 
Asian flu in our efforts to build a ship that would serve Asia, and I 
want to thank you very much for allowing Mr. Brinson and my other 
colleagues here to substitute for me last w week and to permit me now, 
Mr. Chairman and gentlemen, to submit a brief supplemental] statement 
to that which was read to you a week ago Tuesday. 

[ am not at this stage, Mr. C hairman and gentlemen, going to repeat 
a lot of the facts that were in the first statement. However, first, the 
large, fast, passenger liners that are now under consideration by your 
committee are urgently needed for national defense reasons, both in the 
Atlantic and in the Pacific. 

I was very much impressed by Admiral Mumma’s statement here in 
which he said that these two proposed ships would be n: ational assets 
of great importance. With that, of course, I am in complete 
agreement. 

“Second, as has been pointed out here, these ships are so expensive 
to build that surely, when the burdens of private financing are added, 
they are not ec eae ally feasible under the provision of the Merchant 
Marine Act, 1 

The a does not face an easy task in reconciling these two 
basic facts. There is no need at this stage of the hearing to under- 
score the necessity of a solution. But it may be well if I added a 
footnote on its urgency, since it has been suggested that legislative 
action on the transpacific superliner might be premature. This is 
apparently because we have not yet advertised or opened bids, nor has 
the Navy Department yet specified items of national defense in addi- 
tion to those we have put into the ship. 

Mr. Paine will explain some of the national defense aspects. He is 
the head of the engineering department of American President Lines 
and is working with the designer in the design of this ship. It is true 
that there is a great deal of work yet to be done, but it seems impossible 
to describe this legislation as premature. 

The budget submitted to the Congress by the President includes 
funds for the construction differential subsidy for this liner, under 
private financing. American President Lines is under contract. re- 
quirements to have made a construction contract with a domestic ship- 

yard by July 1, 1958. That is only 444 months away. We are, if 
eaviine. tardy rather than premature. 

It has also been suggested that an increase in the construction differ- 
ential rate might come about, would be very welcome, and that this 
would solve our problem. But that increase would probably represent 
increased United States costs, not lowered foreign costs. 

For example, Chairman Morse increased our estimated C.D.S. rate 
from 48 percent to 47 percent. But he also increased the domestic 
cost estimate from $73 million to $76 million. The net gain to APL 
is very small, and increases our expected rate of return by only 0.3 
percent per annum. 

One other suggestion made to you deserves comment. It said that 
APL might be able to borrow privately for less than 514 percent. 

I am sorry to say that we have had some experience in that field and 
we are undergoing it at this very moment. We will within a few days, 
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we might even today or tomorrow, conclude contracts calling for about 
$14 million of private financing at 514 percent, including the Govern- 
ment insurance premium. We are confident th: at, even were rates to 
decline, we could not do better if we were borrowing up toward $30 
million more for so risky a business as a passenger superliner. We 

have, in any case, been assured by the top officials of the major financial] 
institutions that they anticipate no decline in ship mortgage rates, 
whatever the decrease with respect to commercial paper. 

I do not need to explain to the committee that the Government is 
not paying 4 percent for its borrowed money, as has been suggested 
here. It 1s only necessary to look at the financial quotations in the 
daily press to find a general answer to this inquiry. 

To be more precise, we expect to receive a letter today advising that 
as of January 31 the average rate on the Government debt was 2.8 
percent. 

The bills before you have led to the comment that American Presi- 
dent Lines would be content with a smaller rate of return on its invest- 
ment than that United States Lines deems necessary and essential. 

It is perfectly true that the legislation directed toward the trans- 
pacific lmer, which we have endorsed and do endorse, would provide a 
distressingly small rate of return. That is because we felt it desirable, 
and possibly incumbent upon us, to stay as close to the 1936 act as the 
solvency of our company would permit. 

But if the Congress is prepared to recognize that the operator is 
entitled to a reasonable rate of return on his investment in these \ vessels, 
so important for national defense, and to promote the foreign com- 
merce of the United States, then APL is quite obviously not satisfied 
with the negligible return possible even with Government financing 
under the 1936 act. 

If the Congress is being asked to recognize the realities of the super- 
liner economics, those economics are just as harsh and just as real for 
APL as for United States Lines. Whether it is in the Pacific or in the 
Atlantic, no greater contribution should be asked from APL than from 
the United States Lines. 

It is true that our original request was cut much more closely to the 
bone. We will accept that or iginal propos: al, if that should be the 
decision of this committee and of the Congress. But we do insist 
that there should be equality of treatment between the Atlantic and 
the Pacific, and that the legislative program of the Congress should be 
fixed on its merits, and not what has been described as the initial 
asking price of the parties. 

The committee has been told that it might possibly solve its problems 
by enacting that the commercial speed for a transatlantic passenger 
vessel is 28.5 knots. I rather doubt that the committee will want to 
recommend to the Congress that it enact a conclusion as to commercial 
speed which the Federal Maritime Board and the General Accounting 
Office have felt unable to accept. But if this approach should be con- 
sidered, the identical reasoning would indicate that the commercial 
speed for a transpacific superliner is 23 knots, to use that formula, 
and that the costs for speeds in excess thereof should be a national- 
defense feature. 

It seems to me, as I have been advised of the course of these pro- 
ceedings, that the committee may consider the fixed-price sale, under 
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sections 502 and 503 of the act to be the easiest and the simplest escape 
from the dilemma presented by indispensable ships which the oper- 
ators cannot afford to build without some small measure of assistance. 

Mr. Morse, in his testimony, indicated that the domestic cost of the 
commercial vessel, with a 30.6-knot speed, to replace the steamship 
America would be about $105 million as compared to about $130 million 
for the vessel with defense features. 

He said also that the domestic cost of the superliner proposed by 
APL would be about $76 million. The fixed price of $47 million pro- 
posed for the United States Lines, 44.7 percent, is the equivalent of 
a fixed price of $34 million for the transpacific superliner, just to use 
the same formula right across the board. 

That sale price of $34 million, I note, will bring the expected rate 
of return upon the APL capital necessarily employed almost, but 
not quite—Mr. Poole has figured out with a very small percentage— 
up to that modest amount of rate expected for the United States Lines. 

I would strongly recommend this as a solution to the problem of the 
two superliners, if the committee feels that simple and forthright action 
is the best course. If it should feel that private financing of these 
vessels is desirable and essential, then a fixed price of $32,400,000 would 
produce a reasonable return for APL. 

The chairman has quite properly asked for assurance that the desired 
result be accomplished without creating a precedent for cargo vessels. 

I should like to state right now that APL does not wish or propose 
any action here which would be applicable to cargo ships. We have 
recently purchased and are building 10 cargo ships, and will be build- 
ing 10 more in the years just ahead. We neither need nor request your 
aid as to these, except the normal C.D.S. rate. 

The United States merchant marine today has in service in the Pa- 
cific only 10 passenger ships, having a speed in no case greater than 1914 
knots, an average age of 15 years, and a total passenger capacity of 
less than 4,200. This ship we propose would greatly strengthen our 
national defense in the Pacific. It would greatly strengthen our pres- 
tige in the Orient. 

I might digress from my prepared statement just to say that, if 
my memory serves me correctly, there has not been a large passenger 
ship constructed in the Pacific since many years prior to the war. 
Recently the Matson Navigation Co. did convert two Mariners. The 
Cleveland and the Wilson, which we now operate, were converted P-2 
transports, converted in 1947. The Cleveland sailed on its maiden 
voyage on December 27, 1947, and the President Wilson in May of 1948, 
and not since perhaps the President Hoover and the President Cool- 
idge have any passenger ships been constructed for service in the 
Pacific. That was many long years ago. 

Mr. Mitier. Would the gentleman make the point that two ships 
he is referring to, both the Hoover and the Coolidge, were lost in the 
World War, and the present Hoover and Coolidge are reconverted, 
much smaller ships? 

Mr. Kititon. Yes. The Coolidge, which is now in service is a 
Mariner with 12 passengers, and the Hoover we acquired as an interim 
vessel to operate pending the construction of the superliner. 

We want to get this ship underway. We propose to call it the 
President Washington. So, I am sure, is the United States Lines 
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anxious to replace the America. These two great ships can be built 
as a product of our common effort, Government and industry working 
together. 

[ believe that in the years to come the committee would feel that 
one of its most important accomplishments was the solution of the 
impasse which now prevents building of the two great ships which 
have been described to you. The American merchant marine is on 
the upgrade in cargo ships. 

You are familiar, of course, with the very progressive program of 
the Maritime Board in the construction of freighters, and I cannot be- 
lieve that we are forced to the conclusion that the large, fast passenger 
liner, with American standards of safety and speed, is indispensable 
but just cannot be built. That is not the answer which has ever ap- 
pealed to this country, or to this committee, or to this Congress. 

I want to thank the committee for allowing me to make this supple- 
mental appearance, and in particular for its patient examination of 
these important problems. 

May I, finally, express my appreciation to Chairman Morse and his 
staff for their recognition of our problems, and, even though he has 
not endorsed our solutions, for the fair and forthright testimony he 
has presented to this committee. And he is requiring us to sign a 
contract with him by the first of July of this year 

Thank you very much, gentlemen. 

The CuatrmMan. On page 3 in the second paragraph, where you 
arrive at the 23-knot commercial speed for the Pacific as against a 
28.5 knot in the Atlantic, on what do you base this 23 knots in the 
Pacific? 

Mr. Kitx10on. Only as a formula in respect to the national defense 
allowance speed. 

The Cuarrman. Is that based on ships now operating in the Pacific, 
or is this 28.5 based on the operation in the Atlantic ? 

Mr. Ku. LIoN. We believe that a ship of 281% knots, 27 knots actually, 
will be essential to maintain our position in the Pacific. The Br itish 
are coming in very soon, as you have been told, with ships of 27 knots. 
The Japanese are expected to come in very soon with ships of about 
that speed. 

We do not want to build a ship of 23 knots. Weare not proposing it. 
We did submit a proposal to the Federal Maritime Board, the design 
of a 23-knot ship, but that was not given consideration. We only use 
it here as a formula in respect to the differential in price to the extent 
of Government aid. 

The Cuatrman. On page 4 in the third paragraph you have the 
average speed in the Pacific. 

Mr. Kitiion. An average age of 15 years. 

The CHarrman. Yes, you have an average age of 15 years, and what 
is the speed in the Pacific ? 

Mr. Kiniion. Nineteen and one-half knots is the speed of the 
Cleveland and Wilson. 

The Cnamman. You have not any speed in any case greater than 19 
knots ? 

Mr. Kinxion. That is right. 

The CrHarrman. What is the average speed in the Pacifie in pas- 
senger vessels ? 
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Mr. Parne. The large majority of the ships, Mr. Chairman and 
members of the committee, is made up of converted P-2 transports, 
which make 1914 knots. There is the Hoover which makes 17 knots. 
There is the Lurline and Matsonia, and the Mariposa and Monterey, 
all within just about that range. It averages about 1914 knots. 

The Cuarrman. Is there any ship in the Pacific over 20% 

Mr. Patne. No, sir; there is no American-flag ship in the Pacific 
over 20 unless the J/atson might make 20.3 or something like that. 
It is very, very close to 20 knots in American-flag. 

The Cuarman. Mr. Killion, we are confronted with the fact here 
that it has been substantially established by the Atlantic operator that 
the return on the investment is insuflicient for private capital in any 
operation, and that under the present 1936 act it is impossible to do 
better. That has been pretty much agreed to by both sides. We 
have that situation before us. 

Do you feel that in your presentation you have substantiated the 
situation in your venture with private capital in the Pacific? 

Mr. Kinui0on. I do not quite understand the last part of your 
statement. 

The Cuatrman. I said in the Atlantic situation, the witnesses who 
have testified, having heard the evidence, have practically agreed that 
normal business would not invest risk capital at such a small return 
on the necessary capital to be invested, and we have reached the posi- 
tion from the testimony and the facts that the replacement for the 
America cannot be built under the 1936 act. That has been generally 
agreed to by the Government and by other witnesses we have had. 

Do you feel that you have reached the same position with the build- 
ing of these ships which we agree are necessary, in the Pacific? 

Mr. Kituion. Yes, we have. 

The Cuairman. Do you feel that your testimony has clearly devel- 
oped that ¢ 

Mr. Kixion. If it has not, I will be very glad to develop it further. 
I was hopeful that our original testimony, without any other supple- 
mental statement by Mr. Poole, who is the treasurer of our company, 
would explain those facts. 

The CuHatrMan. Or is it the fact that in the Pacific you do not have 
the yardstick that the operation in the Atlantic has ? 

Mr. Kui0on. The yardstick in respect to speed 

The Cuamman. The return on the investment. 

Mr. Kitzi0on. The return on our investment. 

Well, we have operated the Cleveland and the Wilson, which cannot 
be compared at all. Those ships were bought at a fixed sales price, as 
converted P-2 transports. We have no yardstick except our experi- 
ence in attempt ing to finance the construction of our two cargo vessels 
through private capital. 

We are forced to pay 51% percent. All of our calculations and all 
of our estimates indicate that it would be impossible to build and 
operate this ship on the basis of private financing. You just could 
not doit. It would break the company. 

Mr. Poole may want to add something there. He has developed a 


lot of facts and figures to substantiate our position in that respect, 
Mr. Chairman. 
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The CuarrMan. On page 3, this sentence is noted : 


It is true that our original request was cut more closely to the bone. We will 
accept that original proposal, if that should be the decision of the Congress. 

We are confronted with a situation when we go to the floor, Mr. 
Killion, that we have to show that these ships cannot be built under 
the 1936 act. 

Do you feel that your negotiations have gone to the extent that you 
can conclusively show that you cannot build under the 1936 act ¢ 

Mr. Kitiron. Mr. Chairman, I would like to answer the question 
this way: Possibly at the beginning we did not explain fully our 
reasoning. 

The CHatrman. I may have overlooked something and not have in 
mind some of the testimony you have already produced, but I want to 
get this in the record if I can. 

Mr. Kinuron. Yes; I understand, and I regret that I was not here at 
the time. I was in bed with the flu. However, it depends upon, it 
would seem to me, the degree of financing under the act. That is why 
Mr. Brinson, in reading the statement, stated that it might be neces- 
sary, if this was the method used, to permit a construction differential 
subsidy in excess of 50 percent. That was why we used that. 

Now, when we found, Mr. Chairman and gentlemen, that there was 
considerable feeling concerning that, and perhaps it would not be 
desirable, then we felt that possibly then a fixed price could be the 
answer. This price is the kind of a price that we would want to pay 
to establish a fair rate of return, whether it would be, under the act, 
financing with allowance in excess of 50 percent or a fixed price with 
the construction differential subsidy remaining the same as it is today. 

Chairman Morse has set a 47 percent construction differential sub- 
sidy. 

‘The Cuatrman. That was more than the differential subsidy at the 
time you negotiated with Maritime? 

Mr. Kiitton. Yes. As I explained here, the difference from 48 to 
47 with the increased price of the ship from $73 million to $76 million 
would not be much of a relief to American President Lines. The 
price of the ship has gone up. 

We were only arriving, gentlemen, at what we thought would be a 
fair rate of return, and the formula we were using is really no differ- 
ent in its final aspects and in its objective from what is being pro- 
posed for a fixed sales price. 

The Cuarrman. Another aspect that confronts us is that evidently 
Budget felt that you were so near in your negotiation with the Mari- 
time that they included funds for your ship in the budget, and we 
are going to have to explain that a bit. It possibly may be asked us. 

Mr. Kirxion. I might say in reply to that, Mr. Chairman, that 
when the steps were taken to include this amount in the budget, 
there had been at that time very little experience by any operator in 
respect to the borrowing of private capital. Subsequent to that, Mr. 
Poole himself negotiated with some private firms for the loan of $14 
million with which to finance the construction of these 2 cargo ships 
at 514 percent. That came subsequent to the decision to include the 
amount of the budget. 

I do not know what would be the decision now. Some, as Mr. 
Paine explains to me, were not even interested at 514 percent. 
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The CHarrmMan. You mean the private capital that you ap- 
proached ? 

Mr. Kititon. Yes, sir. Before coming to Washington yesterday, 
I talked to some bankers and asked them if there was any indication 
that money was any more reasonable and they held out very little 
hope. 

One factor involved, which is, of course, of great concern, is that 
we are locked in on this loan for a period of 10 years. You have to 
pay five and a half and you cannot even prepay the amount in order 
to reduce your interest payments. 

The CuairMan. You understand, Mr. Killion, that there is no ques- 
tion before this committee as to the essentiality of these ships. I do 
not think there is any need for the committee to ask you any further 
questions about the necessity of these ships other than to compliment 
you on your desire to build the ships, because the fact has been 
clearly established by previous witnesses that these ships are abso- 
lutely essential to the advancement of our commerce and the national 
defense. So I hope the members will pass that over. 

Of course, I know they are interested in the Pacific, but I want to 
get your case established in the record so that, when we have to take 
this matter to the floor of the House and when we say that these ships 
cannot be built under the 1936 act, we can substantiate the statement 
by the facts. That is the reason I am asking these questions. 

Mr. Kitiion. | appreciate very much the opportunity to clarify 
that. 

I note that Mr. Morse in his testimony yesterday stated that our 
ship would earn only 2.15 percent on the capital employed. 

Mr. Dineett. Would you agree with that figure and would you 
care to make any comment on it ? 

The CHarrmMan. I am going to let the members from time to time 
ask the witness such questions as they desire. 

Mr. Kir110Nn. I think Mr. Morse is accurate in that. Would you 
not say so, Mr. Poole? 

Mr. Poor. Yes, sir. 

The CHatrman. What do you mean my bringing that figure up 
atthis point? Is there a comparison you are making with some other 
presentation that has been made ? 

Mr. Kitxiton. I only bring it up, Mr. Chairman, to indicate the 
low rate of return on the basis of private financing. 

The Cuatrman. On the Pacific side ? 

Mr. Kinui0on. On the Pacific, yes. 

The Cuatrman. What does it reflect on the Atlantic side? 

Mr. Kitur0n. I cannot answer that. 

The Cuarrman. Was it put in testimony here ? 

Does the testimony show what the situation would be on the Atlantic 
side with this capital investment ? 

Mr. Pootn. Yes, sir. The Maritime Administration testimony 
compared rates of return between the two companies, or at least gave 
the rates of return for both companies under several given conditions. 

The Cuaiman. Is yours favorable or less favorable ? 

Mr. Pootr. No, sir; in each case our rate of return was less favor- 
able as computed by the Maritime Administration. 
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The Cuatrman. Under conditions provided in the 1936 act? 

Mr. Poors. Yes. 

The Cuarrman. Mr. Tollefson. 

Mr. Totierson. Mr. Killion, I concur in your view that whatever 
the committee does or whatever Congress does, there should be what 
you call equality of treatment as between the two companies. Do] 
<niddentatia you to mean by that that you should be permitted to have 
a comparable rate of return to that made possible to United States 
Lines in whatever proposal that is approved for them. 

Mr. Kituton. Yes. 

Mr. Totierson. You have suggested 2 possibilities to the com- 
mittee, that the committee fix the commercial equivalent for the Paci- 
fic vessel and the commercial equivalent for the Atlantic vessel at 
23 knots and 28.5 knots respectively. 

Mr. Kruuion. Yes. 

Mr. Totierson. Then you also suggest the sale at a fixed price to 
the two companies? 

Mr. Kiron. Yes, sir. 

Mr. Totterson. In both those instances, would your anticipated 

rate of return be the same as that of the United St ates Lines? 

Mr. Kitu10n. Yes. That is what has been worked out on the basis 
of a fixed price of $82,500,000 for our ship as contrasted with the 
price of $47 million for the Atlantic vessel. 

Mr. Totzerson. It would be difficult, of course, to come up with 
any kind of a formula that would say ‘you can make 6 percent and 
the United States Lines make 6 percent. There would be bound 
to be some variance. 

You would not quarrel with the thought that there would be a 

variance possibly ? 

Mr. Kixx10on. I would not quarrel with it if it was within a reason- 
able amount. 

Mr. Totterson. You would want a spread, say, of 2 to 10 or some- 
thing of that sort ? 

Mr. Kiui0n. We would think that would be unfortunate and rather 
a tragic outturn. 

Mr. Totierson. I agree wiht you that the two companies should 
be treated as much alike as possible from the standpoint of the Gov- 
ernment’s treatment of you. 

That is all, Mr. Chairman. 

Mr. Kiiui0on. We appreciate that. 

The Cuatrman. Mr. Robeson. 

Mr. Roseson. I have no questions, but I join in complimenting you 
for your fine testimony. 

Mr. Kiiui0on. Thank you, sir. 

The Cuarrman. Mr. Allen. 

Mr. Auten. Thank you, Mr. Chairman. 

Mr. Killion, would you tell us which American-flag lines are en- 

gaged in substantial foreign passenger-carrying business ? 

Mr. Kizt10on. Which American- flag lines are now engaged ? 

Mr. Aten. Yes. 

Mr. Kit110on. You have Oceanic and Matson in the Pacific, of 
course, and APL—you are talking about the Pacific? 

Mr. Auten. The whole world. 
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Mr. Kitu10n. Moore-McCormack, Grace, United States Lines, 
American Export, the Mississippi. i 

The Cuarrman. These are strictly passenger operations ? 

Mr. Kruur0n. Passenger and freight. 

The Cuarrman. I know, but operating strictly passenger vessels? _ 

Mr. Kiixt10n. The Grace Line is building some new ships and so is 
Moore-McCormack, combination ships. 

Mr. Auten. The Grace Line has 2 ships of about 250 capacity 
that are being replaced, and several ships of 52-passenger capacity. 

Mr. Kiiu10n. Pardon ? 

Mr. Auten. They have several ships of 52 passengers ? 

Mr. Kitiion. That is righf. 

Mr. ALLEN. Oceanic has 2 ships of about what, 200 passengers ? 

Mr. Kixuion. I think two-hundred-some-odd, 255. They were con- 
verted from Mariner-type ships, as you know. 

Mr. Auten. Your ships are what capacities? 

Mr. Kitxi0on. About 800; that is the Cleveland and Wilson, 2-class 
ships. 

The Polk and Monroe are about 96. 

The Hoover is 215. 

Mr. ALLEN. You have five ships in the passenger business ? 

Mr. Kitzi0on. Yes; we have five. 

Mr. ALLEN. United States Lines has two? 

Mr. Kitx10on. To my knowledge, two, yes; the America and the 
United States. 

Mr. Auten. And Export has two large ones? 

Mr. Kiiuion. The /ndependence and the Constitution; yes. 

Mr. Auten. I do not know about the others, but the point I am get- 
ting at is, in the passenger-carrying field, APL is one of the few Amer- 
ican lines in the business and it ranks among the larger capacities of 
carriers. 

Mr. Kirxi0on. We actually operate, I would say, probably more pas- 
senger ships, not in tonnage, understand, but in numbers. 

Mr. Auten. The question of speed confuses me somewhat. I re- 
member the story on the Mariners at the time when the first sales were 
arranged, it was indicated that because of the broad reaches of the 
Pacific, a fast ship was very desirable and only a long voyage would 
support such a ship because it gave it a chance to use its speed a greater 
percentage of the time. 

Why does not the same principle apply to passenger ships and why 
would you not be as well or better off with 30-knot ships or better on 
the Pacific? 

Mr. Krixton. I am very glad you asked that, because I have been 
asking it myself for a long time, and so have Mr. Paine and the engi- 
neers and the designers, and the problem is that long haul across the 
Pacific and the great consumption of fuel. You have to build into 
the ship so much fuel capacity that you reduce the earning power of 
the ship very substantially. 

Just the law of diminishing returns applies there. You build more 
fuel in and you take more passenger space. 

Is that not the answer, Mr. Paine? 

Mr. Parner. Yes, sir. With the ship of 26 knots we are able to make 
the round trip on what is presently cheap fuel at Los Angeles prices. 
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If we go to 2814, we buy part of our fuel in the Orient for the return 
trip at a much higher price, and our 2814-knot ship has a fuel cost per 
voyage of $120, 000 in excess of the 26- knot vessel, so that it does not 
turn out to be economical. 

With the 26-knot ship we carry 9,000 tons of fuel. 

Mr. AttEN. Why is it economical to run 26 knots if you could run 
it at 23 knots ? 

Mr. Patne. At 26 we are able to have a longer, larger ship, and the 
percentage of crew to numbers of passengers is reduced on the larger 
vessel. Weare able to make up the difference. 

The 23-knot ship would meet threatened Japanese competition, but 
it would not put us in the forefront that we think the American mer- 
chant marine should be in the Pacific area. 

Mr. Auten. That is what I was thinking of, too. 

If you had a 32-knot ship out there, you would be in the forefront 
for the rest of our normal lives ¢ 

Mr. Patne. Yes; we would. 

Mr, Auten. In your estimation, having in mind that the additional 
speed as far as construction is conce ‘rned would undoubtedly be con- 
sidered as a national defense feature, would the operating cost still 
make the ship economically unfeasible if it had the faster speed ? 

Mr. Parner. We believe it would not be as satisfactory a commercial 
venture as the 26. 

However, I am sure that the company stands ready to take a ship 
of higher speed and operate it at the lower commercial speed if that 
is in the interest of the Government. 

Mr. Kitti10n. That is correct. 

Mr. Auten. I would think, just expressing one member’s view, that 
we would find it far easier to justify Government financing for a ship 
that had obviously extreme defense features than we would in getting 
Government financing for a ship which so nearly approaches the 
commercial type vessel that the trade required. 

Mr. Patne. Mr. Allen. We had thought that we were following 
the Navy’s wishes. 

As I recall Admiral Wilson’s testimony, up to 25-knot speed was ex- 
tremely important. From 25 knots on was still important, but he 
wanted at least to get them above 25 knots. This ship, when the Navy 
defense features are added to it, will undoubtedly go in excess of 28 
knots. 

Mr. Auuen. Of course, I kind of discount the Navy’s crystal ball 
sometimes. 

If I remember correctly, 14 knots was just as much advantage at the 
beginning of World War II and 17 knots was almost as good after 
World War II. 

Mr. Pane. Yes, sir. Speeds are increasing, and, as Admiral 
Mumma pointed out, the submerged speed of submarines is inc reasing, 
and the importance of getting ahead of the vessel to be at least drawn 
on the bow before m: ‘king an attack is very important, and that is 
where the speed importance to the merchant vessel comes an. 

Mr. Atten. You do not have any figures as to what a: 2-knot vessel 
would do with 314-percent finane ing as against a 28-knot at bY 

Mr. Pare. No, sir. 

Mr. Allen, we drew curves beginning with 23. It is the minimum 
we would consider, and we tried 24, 25, 26, 27, 2814; we made up 
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schedules for as high as 32. But in drawing our curve of financial 
result, we saw the curve began to dip very ‘perceptibly above 2814, 
due to this very high fuel cost. -This is a very high and important 
figure. 

Mr. Auten. Maybe you have the first liner that requires atomic 
energy ; I donot know. 

Mr. Parner. It would be an ideal situation and location for a nuclear- 
powered vessel as soon as it becomes reasonably economically feasible. 
That is correct. 

Mr, Auten. Thank you, Mr. Chairman. 

The Cuarrman. Mr. Miller. 

Mr. Miter. Mr. Killion, face or prestige is quite valuable in the 
Orient. It is looked upon much more than it is in Europe and the 
rest of the world. 

Mr. Kiniion. Very substantially. 

Mr. Minter. I know that you are familiar with the potential value 
of the American market in the Far East. Is not this an area of the 
world that can consume goods which we build, which we manufacture, 
in surplus, our automobiles, farm machinery, tractors, radios, mnie: 
erators? These people are hungry for these things, are they not, 
that market ¢ 

Mr. Kitnion. Very much so. 

Mr. Mruier. And in turn, do they not have things that we need: 
Hardwood, sisal, rubber, and a dozen commodities that we do not 
produce here? And is it not true that we can particularly look for- 
ward to the time when perhaps the world is a little more settled, 
there can be a flow of American goods into that area and a flow of 
goods essential to our economy outward? Is that not right? 

Mr. Kitiron, Very much so, 

Mr. Miiier. This is an area where where prestige is important. 

I bring that out, Mr. Chairman, because I noticed that the gentle- 
man from the General Accounting Office the other day stressed the 
prestige value of these ships. We have mentioned them here from 
time to time, but, if we have the proper ships, does not that sell us 
to the people in the Orient as much as anything else that we can do 
in that area? 

Mr. Kinnion. It represents America at its best. Prestige in the 
Orient is a very important factor, as you all know, and it has been our 
contention that a passenger ship which we propose would enhance 
America’s prestige throughout the area it serves very substantially. 

To demonstrate that for a moment, when American President Lines 
acquired recently four of the Mariner type ships, we proposed to the 
Federal Maritime Board that we build into those ships some very 
luxurious passenger accommodations for prestige purpose for these 
ships can go around the world. They stop at about 24 ports and 
it had a very fine effect upon our own prestige and upon, I think 
and J hots the prestige of the Nation. 

Mr. AuLen. I have seen them and you are to be congratulated for 
those ships, but I am thinking particul: arly of Japan, the Philippines, 
Malaya, that eventually comes into that thing, Vietnam, and these 
places that are great potential customers for ‘American-made goods 
and where they have the products with which we can do business and 
trade. 

Do you feel that market is there ? 











322 SUPERLINER LEGISLATION 


Mr. Kitxton. Very much so, and a ship of this kind, it seems to me, 
would help to stimulate improv ed two-way trade, Mr. ‘Miller. 

Mr. Miter. The British running out of Vancouver have also main- 
tained prestige, have they not, for that same purpose ? 

Mr. Kiiuron. Yes, indeed; and they are now planning to do the 
same transpacific. They are planning to put in some very fast, new 
liners. 

Mr. Murer. Have they not, as a matter of fact, got one of those 
liners projected, the Arcadia I beileve the name will be, which will 
go into the Pacific, and they are projecting others, and is not that one 
of the reasons that the Japanese were successful in the prewar days? 

Mr. Kitt1on. They had some very Juxurious ships. 

Mr. Kiix10n. I do not have any other questions. I think they have 
all been pretty well explored. 

I want to congratulate Mr. Killion on his statement. 

Mr. Krtu10on. Thank you, Mr. Miller. 

The Cuarrman,. Mr. Mailliard. 

Mr. Maruurarp. Mr. Killion, were you given these comparable fig- 
ures on page 4 of your statement? I am a little bit confused wit 
what you said later as against what is written in here. 

First you mentioned a $34 million sale price. Am I correct that 
that is the figure that matches the $47 million for the United States 
Lines with 314 percent financing ¢ 

Mr. Kritron. Yes. 

Mr. Marux1arp. I think the record will show that a little after 
that you brought up this other figure of $32,400,000 as being the 
equivalent of the $47 million, and I think that is not quite right. 

Mr. Kirton. I am glad you asked that. We were discussing it and 
Mr. Poole, who w orked this out, will be very glad to explain it. It is 
related to the difference between Government financing under the 
1936 act and private financing. 

Mr. Pootr. The $32,400,000 price would compensate in part for 
increased cost of private financing. 

Mr. Mariurarp. However, on the $47 million, the United States 
Lines contemplates Government financing ? 

Mr. Poorer. It contemplates Government financing. 

Mr. Mari1arp. What would the $47 million figure be for the 
United States Lines if you threw in the private financing cost; do you 
know ¢ 

Mr. Pootz. It depends on how much you should compensate for it. 
This figure does not have a great deal of significance. It compen- 
sates in ‘part for private financing. 

I would not undertake to say what another company would con- 
sider as compensation or partial compensation for the extra expense 
of private financing. 

Mr. Maruirarp. However, it is probably fairly safe to say that the 
United States Lines would not be content with the $47 million figure 
if they were required to finance privately ? 

Mr. Poors. I presume not. 

Mr. Maruz1arp. Pursuing Mr, Allen’s conversations about speed, 
this may be kind of a strange thought, but suppose we built 2 sister 
ships to the United States, 1 for you and 1 for the United States 
Lines. We might get them cheaper by building two? 
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Mr. Kriur0n. Of the same design, same speed. 

Mr. Matu1arp. I will tell you what my question is pointed to. 

Would this be unsuitable for your trade ? 5 

Mr. Kriu10n. We would have to study that to determine the rate 
of return on the basis of the total investment involved. 

Mr. Marurarp. I presume that there could be different configura- 
tion, but I am talking about the basic ship, particularly as to defense 
features. 

Mr. Krzx10n. Congressman Mailliard, I would like to say this: That 
we, of course, would accept any speed capacity on this ship which 
would be economically sound and meeting Navy national-defense re- 
quirements. 

It was my understanding that the speed we suggested was acceptable 
from a standpoint of national defense. Is that right, Mr. Paine? 

Mr. Patne. That is the preliminary information we have from the 
Navy. 

Mr. Maru1Arp. I am sure that is true, but I also know the way the 
Navy operates and, if they got a choice between getting a 28- or 29- 
knot ship and not getting any ship at all, that 28 or 29 knots is going 
to be satisfactory, Dut I think what they have done in the case of the 
United States shows they want this 33 knots. And I am just think- 
ing of a problem of selling this project to the Congress. 

think we have to sell it primarily on the defense basis, and I 
think it would be a lot easier to sell two 33-knot ships than it is going 
to be to sell one 33-knot ship and one 28. Maybe I am wrong, but 
I think that that is an easier story to tell as to why you need these 
very high-speed ships for the protection of our troops in time of war. 

I was just wondering what the economics of it would be. I realize 
that it presents problems to you, maybe having more passengers and 
maybe increasing operating expenses. 

Would you know whether the United States could operate in the 
trade you serve without refueling at the other end ? 

Mr. Parner. I am not positive about that. We can look that up 
and put it in the record. 

Our route is a 15,000-mile route, which, of course, is considerably 
longer than that of the /nited States. 

Mr. Kittion. Many times more. 

Mr. Maru1arp. Of course, there is a tremendous difference there 
and presumably you would not find it economical to operate at quite 
as high a speed as it is operated at in the Atlantic. 

Mr. Kitxi0on. However, the turnaround now on the Cleveland and 
Wilson is 42 days. 

Mr. Mariurarp. Your projected vessel is what ? 

Mr. Patne. Thirty-two days, Mr. Mailliard. 

Mr. Marui1arp. Offhand, do you think there is any operating ad- 
vantage in cutting that down ? 

Mr. Paine. You have certain costs, of course, that increase, such 
as fuel and maintenance and upkeep, 4 shafts instead of 2. Certain 
operating costs are higher. You reduce the depreciation per voyage 
on your very expensive investment and you decrease the interest per 
voyage. The increase in fuel at high speed for our particular service 
more than offsets the decrease in depreciation and interest that we 
are able to effect. 








324 SUPERLINER LEGISLATION 


Mr. Maiurarp. If we accept these figures that say this ship which 
you veer is going to cost $76 million, of which you would be will- 
ing to pay $34 million, that is going to cost the Government one way 
or another $49 million, the way T figure it. 

You take the United States sister ship proposal, the figures run toa 
cost of $123 million. The company is willing to pay $47 million, 
We end up with an $81 million cost to the Government. 

Then the question really comes down to, Are we better off defense- 
wise with a troop transport of slower speed for half the price, or 
should we pay the full price for the higher speed? I think it would 
be very interesting to at least try to t: ake ¢ a look at the question as to 
whether there is any way of your operating satisfactorily a ship with 
a very much higher speed. 

[ presume it means you have to go to a ship of approximately the 
same size. 

Mr. Kirton. I would like to say this: That we do propose at a later 
date to construct a second ship of this size to replace the Cleveland 
and the Wi/son when they reach their statutory age limit. 

It has been our feeling that 2 ships of this class would do the job 
that 3 ships are doing, this ship plus the CJeve/and and the W7/son, at 
the higher rate of speed and higher passenger-carrying capacity. 

Mr. Maixrarp. As far as you can see now, would that second ship 
probably also be a 26-knot ship? 

Mr. Kriuton. Yes. 

Mr. Maitirarp. You are not contemplating trying to go above that 
speed ¢ 

Mr. Kinxi0on. Not at the present time, we have not, unless we go to 
atomic power, as Mr. Paine says. 

Mr. Matiutarp. Going to atomic power, provided it were somewhat 
competitive in cost, would solve your problem of fueling on the other 
end, but otherwise, I doubt that it is going to make too much differ- 
ence as far as being able to produce speed in a certain size vessel. It 
might be, but that is a long way off. I do not think that would make 
any appreciable difference. 

Mr. Parner. It might be of interest to the committee and to you, Mr. 
Mailliard, to know that the normal time of replacement for the Cleve- 
land and Wilson would call for a keel to be laid in about 6 or 7 years. 

Mr. Martuiarp. Maybe we had better build three ships comparable 
to the U/nited States. 

Mr. MILter (presiding). Would you yield to Mr. Rivers? He has 
to go. 

Mr. Maiiirarp. I will yield to Mr. Rivers. 

Mr. Kiu10Nn. I would like to say this in reply to Mr. Mailliard. 

As you know, one of the major problems of the American merchant 
marine has been its inability to tailor-make the ships for the routes 
that it serves. In the past we have — forced to take ships that were 
built for war purposes. The C-2’s, C—3’s, and C—4’s, and we took the 
P-2 transports and converted them 

To get the maximum return for a vessel, they should be tailor made 
for the route. 1] believe that the 7/nited States was tailor made to the 
route it serves. It is an excellent ship, and it is a great credit to the 
country. 
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We believe that the ship serving the long haul across the Pacific has 
to be tailor made in order to produce the maximum return. That we 
have endeavored to acc a here. 

If speed is another factor, if you want more speed, we will have 
to gear into the economics of speed, in relation to the investment 
involved. I just wanted to add that. 

Mr. Dincett. W ee the gentleman yield to me? 

Mr. Maitxrarp. I already yielded to Mr. Rivers. 

Mr. Dincetu. This question is along the line that Mr. Mailliard has 
been asking. 

There is a lot more to a ship than just the hull, but probably the 
biggest item of expense in ship construction is hull and engines, is 
that right ? 

Mr. Kinuion. That is right. 

Mr. Dincetu. And the other things, the cabin layout and the bunks, 
and so forth, can be pretty much according to your own specifications. 
If you were to get a hull and engines along the lines of, let’s say, this 
ship they are going to construct in the Atlantic, could you then go 
from there and tailor-make a ship, or would that not fall within the 
meaning of “tailor made” as you used it this morning / 

Mr. Kittion. Mr. Congressman, I am not an engineer, but I would 
suppose that, within the limitations of the dimensions of the ship and 
the fuel requirements, you could work that out pretty much to a 
tailormade basis. Whether you would get the rate of return that you 
would on a different type of hull, we would have to do some figuring 
on that. 

I would say that you could tailor-make it all right, but whether the 
rate of return would be satisfactory would depend upon some further 
studies. 

Mr. Dinceii. Could you give us some idea how long it would take 
for you to give information of that sort to this ¢ ‘ommittee ? 

Mr. Parner. I believe we can put together information of that type 
that will give us a very, very close indication of the results within a 
week, 

Mr. Dinceiti. Would you have any objection to furnishing that in- 
formation to the committee ? 

Mr. Kittion. No. We would be very, very happy to do so. 

Mr. Miter. If you will do that, we will place it in the committee 
files. 

(The information referred to is in the files of the committee.) 

Mr. Kiniton. The gentleman here who designed the United States 
and who designed our ship could also supply some information to 
that effect. 

Mr. Drnceit. Could you give us some idea of the saving that could 
be made if this were to be satisfactory to you folks, because after all 
we have to consider the taxpayers here 4 

Mr. Kinuton. Mr. Congressman, naturally we would like to be as 
efficient as possible, and we wish to make a rate of return that is 
reasonable. 

Mr. Miter. Mr. Rivers has to go, and he has some questions. 

Mr. Rivers. Mr. Killion, I, too, am impressed with your fine state- 
ment and I am glad you are sufficiently recovered to appear before 
the committee, and I hope you will not have a relapse. 
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Mr. Kriuion. Thank you very much, and I hope no one here gets 
the Asian flu. 

Mr. Mitxer. I hope this Asian flu was not brought to this country 
by an American line. 

wa Rivers. I hope it did not come by the route of foreign aid 
either. 

Some of these people that compete with you have been quite large 
beneficiaries under the foreign-aid concept ? s 

Mr. Kiru10n. That is right. 

Mr. Rivers. I will not mention names, because that would serve 
no purpose. Therefore, you are confronted with that and your over- 
all burden on the American taxpayer under the slide rule of the 1936 
act that a lot of people say we ought to stick to. 

I notice in your statement about the $34 million if a certain formula 
were followed. Keeping in mind the potential of your oriental trade, 
would you be interest, following up the suggestion by my good friend 
from California, Mr. Mailliard, in considering two ships? I do not 
think one ship is going to do you. I have in mind the defense and 
all those features I mentioned when I tried to nail Admiral Mumma 
to the mat. 

If we are going to talk defense, one ship is not enough. I ask this 
of you because you have to look out for these bondholders and these 
stockholders. I do not know what street you have in California com- 
pared to Wall Street, but there must be one. 

Mr. Kiiuron. It is Montgomery Street. 

Mr. Rivers. You have to look out for those people because they have 
to look out for themselves. I am not trying to be facetious. I am 
trying to look at it from a business standpoint. 

Keeping in mind the defense feature, plus a formula which you 
want applied across the board both for the Atlantic and the Pacific, 
with which I agree—I think it all should be measured as narrowly 
as possible with the same measuring spoon—would you be interested 
in the possibility, taking in the economy, of having two ships now 
as against another later ? 

Mr. Kizx10n. Congressman Rivers, I would like to answer it this 
way: We are interested in building as many vessels—two, yes—if 
the trade would warrant it and if also the Federal Maritime Board 
would grant us an operating subsidy which would make it possible 
to operate these ships at a reasonable rate of return. 

Mr. Rivers. I am talking about the $34 million. If you can get 
something along the lines of $34 million, would you be willing to 
consider $68 million and build 2 ships ? 

Mr. Kiiuron. If the economics of the situation warrant it, yes. 

Mr. Rivers. You would not say you could not consider it ? 

Mr. Kiti10n. No, I would not say that we could not. We are build- 
ers and we would like to see the Merchant Marine developed and ex- 
panded. We would like to see our own company development ex- 

and. 
” Mr. Rivers. You might run into a stable condition, and it is bound 
to some in the Pacific, with all the areas which were referred to by 
Mr. Miller, and all those areas, and we must remember, out of the 
125 or 130 critical items that this country has to have in time of war, 
we are only self-sufficient by 20 of them, so we are a maritime Na- 
tion. 
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Mr. Kitiron. At one time we operated 10 passenger ships. 
Mr. Rivers. That is what I say. We have to keep in mind those 
things. I do not know whether you could turn around a ship like 
the United States or not. I do not know what you could do if 
you had a chance to get out there and develop it. You might be able 
to do a lot of things if you were to have a green light to get out and 
explore those things with the time to prepare. 

When you have to build things in a hurry, you pay a price for 
anything you need, like a raincoat in the rain. That is just common- 
sense. If you could develop those things, you might not need to 
turn around to Mr. Mailliard and his port. You might refuel the 
United States in Pearl Harbor or somewhere in Hawaii, or Guam 
or somewhere, because we still have a nominal interest in those areas 
and have title to some of them. 

Mr. Kitiron. Have substantially, Mr. Rivers, yes. 

Mr. Rivers. You could probably refuel there, so I think we should 
consider what is adequate now for planning for defense. 

Mr. Kiiu1on. You understand, of course, this involves the Fed- 
eral Maritime Board’s studies in relation to essentiality of the route. 

Mr. Rivers. You would not be averse to any such approach? 

Mr. Kittion. We would never be averse to such approach if 
the economics warrant it. 

Mr. Rivers. Can we build what we have in mind under the 1936 
act and keep you in business ? 

Mr. Kiron. In line with the legislation that was introduced, we 
proposed that it be built at the rate of interest that other ships in the 
past have been built ; that is, 314 percent. 

Then, as testimony here developed, it indicated that possibly it was 
the general feeling that a fixed price for the ship would be preferable, 
because of the administration policy of private financing. 

Mr. Rivers. Do you think private financing is out of the question ? 

Mr. Kixuion. At the rate of interest, unless you have a fixed price 
that will permit it. 

Mr. Rivers. If we had a fixed price, that would be the only answer 
because you could not get out then and get private financing at 314 
percent or whatever it is. 

Mr. Kiixuron. It would seem to me that a fixed price is preferable 
under the circumstances. 

Mr. Rivers. Then you would vary from the 1936 act in that regard, 
would you not ? 

Mr. Kiiuton. Yes. 

The Cuarrman. No. 

Mr. Rivers. I say with a fixed contribution or whatever you want 
to call it, whatever the Government participation, if we gave you a 
fixed figure in an act and it exceeded the percentage outlined in the 
1936 act, would not that be at variance with the act ? 

Mr. Kitii0on. No, that would not be at variance with the act. 

Mr. Rivers. What about if you stuck to private financing ? 

Mr. Kitui0on. Of course, the reason why we cannot finance these 
ships on that basis is the high rate of interest. 

Mr. Rivers. That is what Isay. The private financing will not give 
it to you under the provisions of that act. 
Mr. Katxt0n. That is right. 
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Mr. Rivers. So if you have a fixed figure which would exceed the 
yardstick set on, that would be at variance with the act ¢ 

Mr. Krxxron. Not on a fixed price, it would not be at variance with 
the act. 

The financing on a fixed price basis which has been proposed here is 
permissible under the act. I do not know what section. Mr. Poole 
may know the section of the act. 

Mr. Rivers. That is for defense features and so forth ? 

Mr. Kirxiton. That is right. 

Mr. Rivers. That is national interest, is it not 

Mr. Karxron. That is right. 

Mr. Rivers. Thank you very much. 

Mr. Drewry. Would you yield? 

Mr. Rivers. Yes. Straighten me out if I am wrong. 

The CuatrMan. Let’s get this straight right here for the record. 

Mr. Drewry. The 1936 act provides for a formula and after the 
application of that formula, then, of course, a fixed price is arrived at. 

Mr. Kintiron. That is right. 

Mr. Drewry. However, the advance determination by statute of a 
fixed price is not within the concept of the act, is that not correct? 

Mr. Kirur0n. That is right. 

Mr. Rivers. So I am correct. 

You get it by putting in the national defense feature. 

Mr. Kitui0n. Yes, that is right. I did not understand that. 

The CuatrmMan. All right. 

Mr. Mailliard. 

Mr. Mariurarp. Pursuing briefly this question of speed, 1 will say 
that I have grave doubts, with the advances that are taking place, 
that a 28-knot ship is one-tenth as safe as a 33-knot ship, and I do 
think we are going to have to sell this special case proposal largely on 
the basis of defense. 

Just looking at your operations, if I understand you correctly, you 
testified that the British are talking about coming into this very same 
trade, competing with you with what, a 27-knot ship? 

Mr. Kanni0on. It is 26 or 27. 

Mr. Paine. The ship would be capable of 27, similar to ours. Their 
horsepower is reported to be 80,000, which puts it right in line with 
the speed of our vessel. 

Mr. Marturarp. They have already laid the keel, have they not, for 
one of their ships ? 

Mr. Paine. They have laid the keel of 1 of the2. The other keel will 
be laid very shortly. 

Mr. Marrtarp. So here we are talking about coming along with 
practically too little too late. They will be there first with an equal 
ship. 

Mr. Parnes. That is correct. Their ship will be ready possibly a 
vear before ours. 

Mr. Martirarp. So that not only are we not getting the ideal defense 
speed, but there is some question about whether we are not losing the 
prestige we are after too. 

Mr. Parner. I would not want to give out the probable speed at which 
this could be made available if it is national defense speed, but we 
have reasonable assurance that we will have the blue ribbon of the 
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Pacific after these British ships are built with the ship we propose to 
the committee. 

Mr. MaitArp. Also, as pointed out in your own statement, in 
approximately 10 years from now you are going to have to build at 
least 1 additional ship? 

Mr. Kittion. About 6 or 7 years from now. 

Mr. Matiurarp. You would have to start it / 

Mr. Kirtion. Yes. 

Mr. Maruirarp. So you are committing yourself now to a ship which 
probably does not just project itself 20 years into the future, but more 
like 30 years into the future, because, when you go to build another 
one, you are going to have to face the fact that you are going to have 
a compar able ship or you are going to have again an unbalanced oper- 
ation which is certainly diffic ult to handle. 

So we are really making a pretty long-range decision here. 

Mr. Kituron. Yes, very long r ange. 

Mr. Paine. We do have leeway in our route. Our route is not a 
port and return route, Our route goes to Los Angeles and Honolulu. 
The faster ships would go to Los. Angeles. The slower ship would 
omit Los Angeles and go direct from San Francisco to Honolulu. We 
have some leeway, Mr. Mailliard, in adjusting a reasonable difference 
between the speeds of the two vessels. 

Mr. Maixuiarp. As long as you are not going to omit San Fran- 
cisco, it is all right with me. 

Mr. Parnes. We assure you we will not, 

Mr. Mariirarp. That is all. 

The CHairman. Mr. Gross. 

Mr. Gross. So the British are coming over in the Pacific with a so- 
called superliner, is that right ? 

Mr. Kitxi0n. Three of them. 

Mr. Gross. They are coming in to give you some competition, yet 
United States taxpayers rescue the British economy at least once 
every 12 months. That makes a lot of sense. 

I recognize prestige and face as having some value, but I am not 
unmindful of the fact that the British, the French, and the Dutch, 
have lost a lot of face in the Pacific in the last few years, and I do not 
attach too much importance to that over a long period of years. We 

can fall flat on our faces out there, too, and I do not agree that we 
wea too many ships to haul too many Asiatic imports into this country. 

I have a knitting mill in my district that is in trouble right now 
from the imports of Japanese made gloves and mittens. We cannot 
compete in Iowa with 13 cents an hour Japanese labor. 

I understand that the tuna people are in trouble on the west coast, 
too, from Japanese imports. Be that as it may, a while ago you spoke 
of I believe a 10-year mortgage on the ship that you are building? 

Mr. Kruri0N. It was 20, but we were locked in on the interest rate 
for a ee of 10 years. 

Mr. Gross. You mean that you cannot get money from private 
financing except on a locked-in basis; that there is no multiple-pay- 
ment provision and you cannot get a multiple-payment provision ? 

Mr, Kirton. We were not able to. Mr. Poole here negotiated the 


loan in New York, and he might explain it to you on the locked-in 
basis. 
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_ Mr. Gross. I do not want to belabor the point, but it was very 
interesting. 

Mr. Poore. I can answer it rather quickly, Mr. Gross. The negotia- 
tions wound up by having the privilege of making certain prepay- 
ments of a limited nature. To be more specific, during the first 10 
years a total of $2 million in prepayments could be made, but no more, 
After the 10 years the loan can Be refinanced if conditions warrant it, 
with a certain scaled-down penalty. 

Mr. Kitx110N. But the interest remains 514 for the 10-year period. 

Mr. Poors. The interest remains 5 percent plus one-half of 1 per- 
cent insurance premium. 

Mr. Gross. That is a pretty tough financial deal; is it not? 

Mr. Kitiron. Yes; itis. That is why we are here. 

Mr. Gross. What is your passenger capacity now ? 

Mr. Morse in his statement pointed to the fact that there has been 
90 percent utilization of the United States during 1956 and for the first 
9 months of 1957. Do you presently have passenger capacity to take 
care of all the passengers who seek passage ? 

Mr. Kiixr10n. On the first-class on the Cleveland and the Wilson, 
we have been very hard presse“i over a period of time, and there has 
developed a very substantial backlog, except in one period of the year, 
and that is during the Yuletide season. People do not travel then. 
We have had space then, but on the Cleveland and the Wilson there 
has been a tremendous backlog and there has been a growing demand. 
People have taken to the airlines and as a result, the airlines have 
increased their flights. 

The Japanese airlines have come in and the Philippine airlines, and 
the American lines have increased their flights in the transpacific. 

Mr. Gross. That brings up another point. Would not the highest 
possible speed that you can economically use be an attraction in com- 
petition with the airlines ? 

Mr. Kiuxiron. We feel, Mr. Congressman, that speed is a factor. 
When you get to speed in comparison with airlines, of course, then you 
are outclassed on speed. 

Mr. Gross. However, you still have something to play on; do you 
not ? 

Mr. Kiiuion. Yes; you do. We feel, however, that there are just 
a lot of people who want to travel in a more comfortable way and 
they travel by ship. 

We have made studies and surveys. We have questioned thousands 
and thousands of people and we find that speed is not always the factor 
in making a trip. 

Mr. Gross. However, you are not going to be able to compete with 
new British ships unless you have equal or better ship? Do you 
not think that this is an attraction ? 

Mr. Kixuron. I agree with you that speed, in this particular case 
when you are comparing speed with another ship, is a factor. 

Mr. Gross. I mean from the standpoint of the public attraction to 
your transportation. 

Mr. Kiiuion. Yes. 

Mr. Gross. What I am thinking of is the wiseness of Government in- 
vestment in helping you people, with the potential then that you can 
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develop and the methods by which you develop that potential of 
revenue. 

Mr. Krixron. It was our conclusion after consultation with the Mar- 
itime Board and with the Navy that the speed of the ship that we are 
here proposing for the long haul across the Pacific would meet all 
the requirements. 

Now, if it is the feeling that additional speed is essential, we are 
certainly not adverse to that, providing of course that it does not by 
itself make the ship uneconomical. 

Mr. Gross. That is right. 

Mr. Kitxion. That is a factor we have to take into account. 

Mr. Paine here with his designers, and he is working with the design 
and engineering section of the Federal Maritime Board, have reached 
the point here where they think this speeed would produce a reason- 
able return and yet meet other national defense requirements. How- 
ever, if it is felt that the ship of greater speed is essential, certainly we 
will gear right into it with enthusiasm. We are not averse to that 
at all. 

Mr. Gross. I just think it is a fantastic situation when we support 
the economies of foreign governments and they build liners to compete 
with us, and then we are confronted with a situation of this kind. I 
do not understand it. It is beyond belief. 

That is all, Mr. Chairman. 

The Cuarrman. Mr. Curtin. 

Mr. Curtin. I have no questions. 

The Cuarrman. Mr. Allen. 

Mr. Auten. Thank you, Mr. Chairman. 

May I ask you if you have computed the turnaround on a 32-knot 
ship? I think ou said you did not figure out a schedule. 

Mr. Parne. Yes, sir; we computed 32 knots. 

I believe it was 27 or 28 days. The port time, of course, is about 
the same for all ships. The only place you gain is on the sea time. I 
will supply that for the record. 

(Information was not available at time of going to press.) 

Mr. Aten. It is getting almost to the point where, at 33 knots, 1 ship 
would make as many trips as the present 2. 

Mr. Parner. Of course, the number of passengers per year is the 
way we figure it, and the higher speed and the larger capacity of the 
sister ship of the United States would add greatly to the number of 
passengers per year. 

1 might add for your information—I think you would probably be 
interested—that another line, in fact a subsidized line, Nia figured 
that about 26, 27 knots was the proper speed for the transpacific, and 
the British lines have apparently come to the same conclusion. 

I think our conclusion is probably correct, but certainly the wishes 
of the committee concerning the investigation for higher speed will be 
given prompt action. 

Mr. AtieNn. Does the British ship run the same route, or a shorter 
route? 

Mr. Parner. They are reported to run the same route except we 
believe that, in leaving Honolulu, they may go directly to Vancouver 
to avoid the restriction that they would suffer on local travel from 
Honolulu to San Francisco. They would not be allowed to lift 
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Honolulu to San Francisco passengers. By going to Vancouver, they 
would be able to. 

Of course, the British ship, I trust the committee understands, 
takes the Pacific leg of their voyage in addition to their England, to 
mney, and to Australia service. They are not putting ships in 
the Pacific specifically for the transpacific trade. 

The Cuarrman. Mr. Drewry. 

Mr. Drewry. I have just one question, Mr. Killion. 

Mr. Morse presented some figures the other day in regard to the 
financial results of operating the proposed ships. In comparing the 
replacement for the America and the transpacifie lines it came up 
to the point that on Government financing the return on capital 
necessarily employed would be 3.7 percent; is that right ¢ 

Mr. Kixii0on. 3.7 percent ? 

Mr. Drewry. Yes, and similarly, when private financing was con- 
sidered, it came to 2.15 percent. 

Mr. Kiron. That is right, 2.15 percent. 

Mr. Drewry. In your statement which was read the other day in 
your absence, the hazards of a passenger ship operation were men- 
tioned. What would be the effect of losing one voyage for whatever 
reason that might be? 

What would be the loss to the c ompany on losing one voyage 4 

Mr. Kuuion. I think, if I recall, that in the statement I said I 
thought it would be disastrous, but you want specific figures which I 
will have to supply you. 

The loss on one voyage is $539 thousand, Mr. Poole advises me. 

Mr. Drewry. When you take into account the consideration of 
such a thing and you figure 11 round trips a year for this ship, then is 
the Government really. sufficiently protected in keeping you in this 
venture if your return is as low as that and is susceptible to such dis- 
astrous results for a thing like the loss of one voyage / 

Mr. Kitii0n. The loss of 1 voyage, even on the Cleveland or Wilson, 
or I imagine the loss of 1 voyage even on the l/nited States, would 
have an adverse effect naturally on the earnings of the line. 

Mr. Drewry. My point is that when you take on a ship of this 
kind, you are doing it because of the already clearly fully expressed 
need of the United States of America for such a ship, are you not? 
In the figures you have presented so far, cutting yourself too close to 
the bone, a term I think you used, to give a reasonable comfort to the 
United States that is trying to keep you in business so that you can 
keep the shipping ? 

Mr. Pooir. Mr. Drewry, the 2.15 percent is on a basis that we did not 
propose. That is the return that would be made with the private 
financing, and we have said that we cannot afford to pay private 
financing and we think it would be feentia for both the Government 
and ourselves. 

Mr. Drewry. I understand that, but even on the other is not your 
margin so slender as to make you something of a shaky risk for the 
Government to expect you to be fully solvent in the operation of that 
big ship ? 

Mr. Kiiu1on. Under private financing. That is why we are asking 
that the ship be built on a different basis. 

Mr. Drewry. You think you have plenty of margin with the 3.7 
or whatever it is? 
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Mr. Kinuion. Mr. Poole was telling me the return there. That is 
why we believe that a fixed price on that basis would indeed be pref- 
erable. 

Mr. Drewry. Mr. Morse indicates a return on a 314 percent basis 
of 7.36 on capital employed for the United States Lines, and General 
Franklin has certainly very forcefully, and I believe convincingly, 
indicated that that rate of return was none too big to keep the replace- 
ment for the America going; and I wonder whether 3.7 under Govern- 
ment financing is an adequate rate for you people / 

Mr. Kiniion. Not adequate. 

Mr. Drewry. Although, in your effort to come in as close as possible 
to the existing law, you were willing to take that risk ? 

Mr. Kinuiox. We wanted to show the committee and the Maritime 
that we would be willing to go as far as possible, but in our anxiety 
also to show that private financing would be almost impossible, if not, 
clisastrous. 

Mr. Drewry. I understand that Mr. Morse felt that the rates of 
return involved were not prudent rates. I was wondering whether you 
were at odds with his position on that. 

Mr. Kitiion. Unfortunately I was not here when he testified, but I 
have read his testimony and the figures he presented, which we have 
analyzed, do indicate that we are in agreement in respect to the rate 
of return, the narrow, small rate of return. 

Mr. Drewry. That is all, Mr. Chairman. 

The CuHairman. Mr. Miller wants to call the attention of the com- 
mittee to the fact that there are some west coast people present. 

Mr. Mirier. Mr. Chairman, I just wanted to recognize the presence 
of Mr. Louis Ets-Hokin in the audience. He is the chairman of the 
Governmors Committee on Shipbuilding in the State of California. 
I am very happy tosee him. 

The Cuatrman. The committee will recess until 2: 30. 

I regret that we did not get through this morning, but certainly 
all of you understand the situation. We will recess until 2: 30. 

Thank you. 

(Thereupon, at 1:05, the committee recessed, to reconvene at 2:30 
p.m. same day.) 

AFTERNOON SESSION 


The committee reconvened at 2:30 p. m., upon expiration of the 
recess. 

The Cuarrman. The committee will come to order. 

General Franklin. 


STATEMENT OF MAJ. GEN. JOHN M. FRANKLIN, PRESIDENT, UNITED 
STATES LINES CO., ACCOMPANIED BY C. D. GIBBONS, VICE PRESI- 
DENT AND TREASURER, AND R. M. HICKS, EXECUTIVE VICE 
PRESIDENT—Resumed 


General Franxuin. Mr. Chairman, I want to be just as sure as 
possible that all of the statements that we have made for the record 
are supported by facts. 

I would like to briefly discuss this question of speed in connection 
with the new North Atlantic ship, the new steamship United States. 
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There has been a great deal of discussion before this committee rela- 
tive to the difference between 281% knots and 380.7 knots which is the 
speed at which the steamship United States has operated between 
lightships since she came into service with the exception of her maiden 
voyage when she averaged 35.59 knots eastbound and broke the trans- 
atlantic speed record by 3.9 knots. 

The steamship United States on her regular schedule leaves New 
York at noon on Friday and arrives at Le Havre, France at about 
2:30 Wednesday morning. She sails from Le Havre at noon and 
arrives in Southampton at 6 that evening. She leaves Southampton 
with westbound passengers at 1 on Thursday, proceeds to Le Havre, 
from which port she sails at midnight and arrives at New York on 
Tuesday morning at 8. 

The ship makes 23 round voyages per annum. 

Mr. Gibbs advises me that a ship with the same passenger capacity 
as the steamship United States with one engineroom and two propel- 
lers could maintain a speed of 281% knots and reach a maximum speed 
of 30 knots. Such a ship could keep approximately the same schedule 
as the steamship United States with the exception that she would 
arrive in New York Tuesday afternoon instead of Tuesday morning. 
She could still sail on Friday at 10:30 a. m. 

In other words, such a ship would make as many round voyages 
per annum as does the steamship United States on her present schedule 
and carry the same number of passengers. 

The steamship United States on her present schedule has more time 
in her home port, New York, than she actually requires. 

It is interesting to note that the two Export liners, /ndependence 
and Constitution, are turning with less time in New York than is the 
steamship United States. The two Queens have averaged for 5 years, 
July 1952 to June 1957, slightly more than 28 knots and have main- 
tained a 2-week return. 

The 2814-knot ship discussed above would have one engine room. 
The saving in crew, as compared with the steamship United States, 
which ship has two enginerooms, would be 32 men. 

This reduction would represent a saving of approximately $20,000 
per month. 

We have been operating the steamship United States at an average 
speed of 30.7 knots. At this speed we can arrive in New York at 8 
a.m. There are a number of other respects in which it is very con- 

venient to be able to run at 30.7 knots, but none of these conveniences 
are so important that we would ever think of paying an additional 
$9 million for them. 

Now, I think it was Mr. Gross who brought up the question of the 
new French ship which will be our toughest competitor. And I have 
been looking into that. 

So far as I can find out, the French Line, which will own and 
operate the new France, I think they are going to call it—39 percent 
of the stock of that company is owned by the French Government. 

So the money that is being put up, as Mr. Morse testified—some 
money is being put up by the French Government—I presume that is 
money that is required to finish this ship which is not now in the till 
of the French Line. 

I presume that. 
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Now, Mr. Marie—and if this statement isn’t correct—I haven’t had 
time to confirm it absolutely—Mr. Marie, who is the president of the 
French Line, as I understand it, is also manager of marine and 
aviation for the French Government. So that seems to me strictly— 
the Government owns 39 percent of the stock. 

Now, Mrs. Sullivan asked what about the cost of the fuel for the 
steamship United States. 

In 1957 the cost of the fuel for the steamship United States was 
right on $3 million, almost exactly $3 million. 

Now, I have another brief statement, Mr. Chairman, or shall I 

stop now? 

The CHatrMan. Proceed. 

General FRANKLIN. I have read carefully the testimony of Mr. 
Rothschild and Mr. Morse. 

Mr. Rothschild stated, as I understand his testimony, that the Com- 
merce Department favors the building of a second steamship United 
States as a replacement for the steamship America. He further stated 
that this ship should be built under the terms and conditions of the 
1936 act and that the 75 percent of the price at which the vessel is 
sold to the ship owner should be borrowed privately. 

Mr. Rothschild further stated: 

I spent quite a few years in business before I came into the Government and 
I can recall no instance in my experience when a purchaser, and that is in 
oe case represented by the United States Lines, made his first bid his final 

1d, 

I would like to make it perfectly clear to this committee that we 
have made a conscientious effort to arrive at the price we can afford 
to pay and we are not engaging in bidding. 

In my opinion we have exhausted all possibility of having this ship 
built under the terms and conditions of the 1936 act. In spite of what 
Mr. Rothschild says, the United States Lines is not prepared to pay 
more than $47 million for the ship in question and then only on the 
basis that the money can be borrowed at 314 percent—or at whatever 
price the Government is paying for long-time money—and only pro- 
viding we can sell the America for $10 million. 

I have laid all the figures before your committee and I am perfectly 
prepared to see that the General Accounting Office is given any figures 
that they require. I consider that the proposal of the United States 
Lines is fair to the Government and to the company, and I think it is 
only proper to repeat at this time that the figure is all that we feel 
we can afford to pay with any chance of coming out with even a very 
small profit. 

In my opinion if the ship is to be built it is essential that H. R. 9342 
presently before your committee is passed. 

Mr. Rothschild says that all our calculations of earnings should 
be based on capital necessarily employed, which is what he believes the 
1936 act indicates should be done, and he seems to say there is no 
justification for taking borrowed money into account. 

It is true that the 1936 act for purposes of recapture requires that 
the calculation be based on capital necessarily employed which is 
defined by the Maritime Administration from time to time in its 
general orders and is strictly for accounting purposes. 
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In my judgment this is not a sound basis for use in appraising 
business risk that would involve a cash investment of $11,7! 50,000 
and the borrowing on mortgage of $35,250,000. It is not enough to 
consider only the cash investment at a given time. In any period of 
reduced earnings the mortgage constitutes a heavy burden and might 
have to be serviced out of the company’s reserves. Earnings that 
would be adequate on $11,750,000 investment. would not be adequate 
in the operation of a $47 million ship, even though part of the $47 
million is represented by mortgage indebtedness. 

Mr. Morse, in referring to this matter of mortgage indebtedness, 
pointed out that United States Lines could default and that all the 
company would stand to lose would be its equity on the new ship, 
$11,750,000, 

I can’t imagine what my position would be if I had to explain to our 
directors and to our stockholders that we were proceeding on a ven- 
ture and that if things went seriously against us all we would have 
to do would be to turn the ship back to the Government and lose the 
$11,750,000 that we put into it. 

This is a very large sum of money and I don’t think the management 
could excuse itself if it had depended only upon earnings with respect 
to capital necessarily employed in determining the amount it could 
pay for the vessel. 

I can’t forget that the Munson Line, the Dollar Line and the old 
United States Lines came to grief due, in part, to the fact that they 
were overburdened with mortgage indebtedness when the depression 
overtook them. 

I am pleased to say that there is no difference between the operating 
estimates used by Mr. Morse and those which we used. 

We related the earnings to cost of the vessels, but Mr. Morse re- 
lated them to capital necessarily employed, which includes the com- 
pany’s equity in the vessels and allocation of working capital and 
other assets. 

I am glad that Mr. Morse did this, because I feel that it demon- 
strates quite clearly that even on that basis $47 million is the maximum 
amount that we can afford to pay for a new ship. 

Mr. Morse’s figures show that with a $47 million sister ship and 
with a 31% percent interest rate, the return on capital necessarily em- 
ployed would be 6.8 percent. 

On_a $56 million ship, using private financing with a 5-percent total 
rate for interest and mortgage insurance fees, the percentage return 
would be only 1.6 percent of ¢ apital necessarily employed. 

As you ne well know, section 606 (5) of the Merchant 
Marine Act, 1936, amended, sets 10 percent of capital necessarily 
employed as the standard to be applied in determining recapture of 
subsidy by the United States Government. If in a 10- year period, 
the net operating profit of the operator has averaged less than 10 
percent of capital necessarily employed—as determined by the Mari- 
time Administration—there is no subsidy recapture, but if the aver- 
age annual earnings during the 10-year period exceed the 10 percent 
level. then the United States Government takes one-half of the earn- 
ings in excess of 10 percent as a recapture of subsidy. 

There is no provision in our subsidy agreement that the operator 
will be paid additional amounts of subsidy to guarantee to him a 
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10 percent return, and if we fail to do so that is our misfortune, but 
we feel that section p (5) of the act pretty well establishes that 
Congress considered a 10 percent return on capital necessarily em- 
ployed as adauaaatier earnings under the operating-differential sub- 
sidy agreements. 

With this in mind, we point out that a 6.8 percent return on capital 
necessarily employed applicable to a $47 million vessel is far below 
the 10 percent standard, and a 1.6-percent return on a $56 million 
ship is ridiculously low. 

[ also think it would be well to straighten out the record in the 
matter of the average interest rate that the United States Govern- 
ment pays for its long-term borrowings. 

Mr. Rothschild stated that interest rates have been softening, but 
that the going rate is still higher than 314 percent. 

As you gentlemen may recall, I testified earlier in this hearing that 
the interest rate on outstanding United States Government long-term 
bonds ranged from 214 percent to 4 percent and aver: — 2.60 per- 
cent. We obtained this information from one of the large New York 
banks, which stated that the average of 2.60 percent was on the 14 
outstanding Government issues which can properly qualify as long- 
term bonds. 

Furthermore, just a week ago, the United States Treasury offered, 
in exchange for several issues that would mature in the near future, 
a 315 percent Treasury bond to mature February 15, 1990, 32 years 
from its date of issue. 

From these facts, it seems evident that the going rate on United 
States Government long-term securities does not exceed 314 percent 
at this time. 

I would also like to remind the committee that I previously stated 
that United States Lines Co. is willing to pay the Government 314 
percent interest, or the prevailing interest rate paid by the Government 
for long-term loans, whichever is higher, if the Government will lend 
the company 75 percent of the $47 million purchase price of the new 
passenger vessel. 

In conclusion, I cannot too strongly urge that H. R. 9342, or a 
similar bill, be passed. 

Thank you. 

The Cuarrman. That concludes your statement / 

(yeneral Franxuin. Yes sir. 

The Cuarrman. Mr. Robeson ¢ 

Mr. Roprson. No questions. 

The CHarrman. Mr. Tollefson ? 

Mr. Totterson. Mr. Chairman, I think in Mr. Morse’s statement, 
there was a statement to the effect that because of additional costs in 
connection with private financing there should be deducted a three- 
fourths of 1 percent figure from the return figures that you have cited. 

In other words, if the United States Lines paid $47 million for their 
share of the ship on Government financing, the estimated return on 
the amount of money invested would be 6.8 percent. And I think, as 
[ recall it, that he agreed three-fourths of a percent should be deducted 
from that. 

And under private financing, the return would be—or on a $56 
million ship using private financing, the return would be 1.6 percent. 
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And he said that three-fourths of a percent should be deducted from 
thar. So that actually using his figures, your return would be three- 
fourths of a percent less than the items you have mentioned in your 
statement. 

That is as I understood his testimony. 

General Franxuin. I would like to ask these financial experts here 
what they think of that. 

Mr. Hicks. That is correct. 

Mr. Grsgons. That is correct; yes, sir. 

Mr. Marutiarp. I can’t see how you are going to take that three- 
fourths of 1 percent off the 6.8 because that is Government financing. 

Mr. Totierson. That is correct. 

General Franxuin. I think that is right, sir. I think that is right, 
Mr. Tollefson. I think Mr. Mailliard is right too. I don’t think you 
can take it off either of them because my figures are based on Govern- 
ment financing. And there is no guaranty. 

Mr. Totterson. So that if you were compelled to use private financ- 
ing, whatever figure the Administrator used you would have to deduct 
an additional 3 percent of the estimated earnings. 

General Franxuin. Three-fourths of a percent. 

Mr. Totierson. I mean three-fourths of a percent. 

General Franxurn. That is for private financing. I think that is 
right, Mr. Tollefson. 

Mr. Totterson. At the bottom of your page 3 and the top of your 
page 4, you make reference to section 606 (5) of the 1936 act which sets 
10 percent of capital necessarily employed as the standard to be ap- 
plied in determining recapture of subsidy by the United States Gov- 
ernment. You are talking about operating subsidy ? 

General Franxun. That is right, sir. 

Mr. Totterson. As I understand your position, you feel that the 
operating subsidy is a different thing that the construction subsidy ? 

General Frankurn. Yes, sir; that is right. 

Mr. Totterson. But nonetheless, with respect to construction sub- 
sidy, the statute sets 10 percent as a reasonable return. 

General Franxuin. Well, sir, I would say the operating subsidy— 
the 1936 act states that an operator should be allowed 10 percent on the 
capital necessarily employed prior to recapture. 

After that, half goes to the Government, and half into the special 
reserve fund. 

Mr. Totierson. So that the statute recognizes that—or takes the 
position, if you want to interpret it that way—that 10 percent is a 
reasonable return. 

General FranxKuin. I would say to you that the Congress decided in 
their wisdom when they passed the act that the 10 percent was a 
reasonable return in this business. 

Mr. Totterson. But actually they went one step further and let you 
keep 50 percent of the return in excess of 10 percent. 

General FraNKLIN. I think that isa sound statement, yes. 

Mr. Totierson. That is all, Mr. Chairman. 

The CuatrmMan. Mr. Miller? 

Mr. Mitxier. No questions. 

The Cuatrman. Mr. Mailliard ? 

Mr. Mariirarp. One question, Mr. Chairman. 
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I think you were here when we got into a little colloquy about the 
America. In your statement here you talk about a cash investment 
of $11,750,000 and a mortgage of $32,250,000—what about the $10 
million you get out of the America? 

General FRANKLIN. Well, I think that is a very good question. 

We think we can sell the America foreign for $10 million. Of course 
we would like to have the right to sell foreign, if we can get $10 million 
for her. 

Or have the Federal Maritime Board follow their—I would think 
that is a pretty usual practice—of allowing the foreign price on ships 
turned in against new construction. 

Mr. Maru1Arp. But somehow wouldn’t that come off of this? Or 
do you just consider the America as $10 million cash in the till? 

General FRANKLIN. It is part of the $47 million. 

Mr. Mariutarp. Well then it would really be more accurate to say 
that a cash investment of $1,750,000, the value of the America $10 
million, and the mortgage was $35,250,000. 

Mr. Hicks. If you sold it, you sell it for cash. And you would 
invest that cash in your new ship. 

Mr. Maruiarp. Well it is the same as cash except as she stands now 
on your books you can’t sell her without permission from somebody 
else. 

Mr. Hicks. That is correct. 

Mr. Mariurarp. She is scrap up until then, I presume. 

General FraNKLIN. What you said the other day is a hundred per- 
cent right. I listened to what you said. 

The only thing we can do with the America is to sell her for scrap, 
sell her to the Government for turn-in, or sell her to another line to be 
operated under the American flag, unless we get permission of the 
Federal Maritime Board. 

Mr. Matturarp. What is she worth on your books? 

Mr. Hicks. About $1,900,000. 

Mr. Mariurarp. What is she worth for scrap ? 

General Franxuin. Mr. Shapiro told me he would give us $1 mil- 
lion for her. 

Mr. Marttrarp. Actually her scrap value is even less than her book 
value right now ¢ 

General Franky. That is right. 

Mr. Matrwutarp. I confess I do not really know how that ought to 
be shown in here. But somehow it seems to me that is a factor, that 
one of the items in this arrangement is going to be for you to be able 
to get full value out of the America. 

General Franxurn. We have not tried to hide that, Mr. Mailliard. 
We have come right out and said we had to get $10 million. 

Mr. Marurarp. You said you would not make a deal unless you 
did. 

General Franxurn. That is right. 

I think the way you express it 1s exactly right. 

Mr. Matii1arp. That is all, Mr. Chairman. 

The Cuarrman, Mr. Dellay. 

Mr. Detxiay. No questions. 

The Cuatrman. Mr. Pelly. 
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Mr. Petry. I think you were here when Mr. Morse indicated that 
one avenue open under the act of 1936, as it is presently on the 
statutes, would be if the special legislation were passed to provide that 
the normal commercial speed was 2814 knots, and that there was 
leeway then in your negotiations with the Maritime Board to work 
out this deal without, say, a $47 million price, to do it under existing 
law. 

And to my query he indicated that it would be necessary to _ 
vide that there would be no penalty if you ran her over that 2814 
knots, say, up to 30.7 knots. 

Would you agree with Mr. Morse’s statement in that respect: and 
would you be satisfied if this bill were amended in that respect ? 

General Frankuin. Well, as [ understand your question, Mr. Pelly, 
it is this: If Mr. Morse and the Federal Maritime Board would 
take the position that the 2814 knots ship was the ship required for 
commercial purposes and we were allowed the national ore fea- 
tures over and above—for the difference in the cost of a 2814 knots 
ship, and a ship with the power and the speed of the 1’ ated States, 
and then we were given 45 percent construction differential subsidy, 
we would get down to $47 million. 

Mr. Pewiy. I think that Mr. Morse indicated that he was thinking 
in terms of 42 percent construction. 

General Franxutn. Now, he talked between 42 and 47 percent. 

| do not know just what figure it was. 

Mr. Petry. I think he talked about the one for the Pacifie coast 
up to 47. But he certainly indicated at one point in his testimony 
that 42 percent construction subsidy was what he had in mind as far 
as your ship was concerned. 

General Franxirn. Well, 42 percent would not do it. 

Mr. Petry. It would not do it ? 

General Franky. No, sir. 

Mr. Petry. That is the point I was trying to make. 

General FRANKLIN. No, sir. 

Mr. Petry. That is all. 

Mr. Matextarp. I did not interpret Mr. Morse as saying that. I 
interpreted him as saying that at the early stages of discussion it 
looked like 42 percent, but their thinking now was 47 percent, both 
for your ship and the Pacific ship, I believe. 

General Franky. I am not clear on that, Mr. Mailliard. But the 
fact is we worked it out that if we could get $44 million national 
defense allowance, which is the same percentage of national defense 
allowance as we got in the case of the steamship U’nited States, and a 
15-percent construction differential subsidy, it would bring this ship 
we are talking about under this bid of the New York Shipbuilding 
Co. down to $47 million. 

I would just like to add here that Mr. Morse and the Federal Mari- 
time Board were certainly entitled to their view as to what is the 
proper speed they should use in their calculations. If they use a 30.7 
knots speed, which is the speed they say they are going to use, because 
that is the speed at which the ship has been running—and we do not 
dispute that, the logs show it—then there is no possibility of the 
ship being built under the 1936 act. I come to the conclusion that 
there is no possibility of this ship being built unless you gentlemen 
get this legislation passed. 
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Mr. Matiuiarp. That is all. 

The Cuarrman. Mr. Gross? 

Mr. Gross. Thank you, Mr. Chairman. 

General Franklin, I am curious about this cash sale for $10 million 
to a foreign buyer. 

Would you be paid cash American money for ships sold foreign? 
How would that deal be handled ? 

General FranKuLIN. You cannot tell, Mr. Gross, what you can get. 
for a piece of property until you really offer it for sale. 

Mr. Gross. Let me put it this way: Assume you could get $10 
million for this ship; would you be paid $10 million American money 
for it ¢ 

General Franxkurn. I do not know whether you would or not. But I 
think the ship would run to this country. And if you took a mortgage, 
you would always be in a position of libeling the ship. 

Mr. Gross. My interest is to this extent; whether you would be 
paid by some slight of hand in counterpart funds or something of 
that kind; and the Government would eventu: ally by some other means 
provide | you with American dollars / 

General Franxuin. As long as I am president of the company if 
we sell the ship, we are going to be certain that we are going to get 
paid. I do not think we will get it from the Government. 

I think we could get it from whatever line bought it, because I think 
this: That we would probably sell the ship for transatlantic operation. 

And, in my opinion, the ship would earn dollars for whoever 
bought it. 

Mr. Gross. Well, my only interest is that the foreigners generally 
do not seem to have any money. Perhaps foreign shipowners do, I 
don’t know. But the foreign governments and at least a lot of for- 
eigners do not seem to have any money to pay us for anything. We 
have to give them everything. 

I just wondered if there was going to be some hocus-pocus;: some 
slight-of-hand financing in a deal ‘of that kind. 

I understand you have not gotten up to the point of making a 
deal yet. 

General FrRanKLIN. No, sir. 

Mr. Gross. That is all, Mr. Chairman. 

The CHatrman. Mr. Drewry. 

Mr. Drewry. Just one point, General Franklin. 

In regard to the sale of the ship foreign, when that times comes 
you will have a hundred percent equity in the ship whatever her 
residual value is; is that right; at 20 years she is your ship lock, stock, 
and barrel if you have kept up the payments ? 

General FRANKLIN. That is right, yes; Mr. Drewry. 

Let me ask Mr. Hicks: That ship reaches 20 years of age in 1960, 
and then there will be no mortgage; the mortgage will be paid off ? 

Mr. Hicks. The mortgage is already paid off. We prepaid our 
notes. We have no notes on the America. 

Mr. Drewry. What I wanted to get very clear is that as far as 
your selling it foreign is concerned, you are in no nue position 
than any other American shipowner, subsidized or nonsubsidized ? 
That has nothing to do with this picture ? 
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General Franxuin. No, sir. It has nothing to do with this picture 
at all. No American ship can be sold foreign with a change of flag 
without the approval of the Federal Maritime Board. 

Mr. Drewry. That is based on the 1916 act of World War I, to 
allow the Government to keep its hands on things that might be 
needed in the national interest ? 

General Franxuin. You know more about that than Ido. I think 
that is correct. 

Mr. Drewry. Then if they refused to permit the America to go, 
then they have the trade-in route which is supposed to put you in 
an equal position with any other owner of property to allow you 
to be reimbursed for the value of the property which the United States 
won’t let you dispose of as you see fit. 

General Franxii1n. That is the basis, as I understand it, of taking 
American-flag ships as a trade-in on new construction at the world 
market value of the ship rather than the American value. 

Mr. Drewry. I just wanted to be sure it was clear for the record 
that when there is talk of the cash outlay, that this ship at that time 
is a part of your cash. I mean it is an asset equivalent to cash. 

General Franxuin. Yes. 

Mr. Drewry. It is yours; it is not something that just because you 
got it through subsidy isn’t yours? But it is yours in fact just as 
much as if it was represented by actual dollars in hand? 

General Franxuin. The fact that the ship has been subsidized 
would have no bearing on the situation, as I understand it. 

Mr. Drewry. That is all, Mr. Chairman. 

The CHamrman. Thank you very much, General Franklin. 

General Franxuiry. Thank you for your courtesy, sir. 

The CHarrman. Mr. Casey. 

We are glad to have you, Mr. Casey. 


STATEMENT OF RALPH E. CASEY, PRESIDENT, AMERICAN 
MERCHANT MARINE INSTITUTE 


Mr. Cassy. Thank you, Mr. Chairman. 

My name is Ralph E. Casey. I am president of the American 
Merchant Marine Institute. 1 am appearing here today in behalf 
of the institute in support of this bill to build a sister ship to the 
United States. 

I have no prepared statement, Mr. Chairman. And I would not 
ordinarily take the time of this committee to come before you in sup- 
port of a bill of this kind. I would have preferred to have filed a 
written statement. But I have had some experience in past years 
with this type of problem. And I thought there might be some 
questions that I might be able to answer as ‘the record of this hearing 
was made. 

I do have a few comments to make, however. 

I unfortunately have not been at all of the hearings, but I have read 
the statements of all the witnesses. And I have listened to a portion 
of the oral testimony and questions and answers. I want to say 
that I think that it is firmly established in the record before this 
committee that there is a need for this ship both commercially and 
from the standpoint of national defense. 
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T am not going to dwell on that. 

As you know I appeared before this committee in July of 1956 and 
gave some statistics and testimony at that time as to the deficiency 
in our passenger fleet. That record has been supplemented in the 
hearings that you have held here during the last five or six days. 

Mr. Morse made an excellent statement, much more ably than I 
could have in the first seven pages of his written statement showing 
the development of passenger travel in the Atlantic and the need for 
this sister ship to the United States. 

Admiral Wilson and Admiral Mumma have made excellent state- 
ments on the defense angle. Even the question I was going to touch 
on 1 understand already has been brought out, and that is the need 
today more than ever for increasing the prestige of the United States 
throughout the world and no one is going to deny the prestige that 
we have obtained from the United States and the added prestige we 
would get from a sister ship to the United States. 

The sole issue as I see it before the committee is whether or not 
special legislation is needed to build this ship. As you know, section 
212 of the Merchant Marine Act of 1936 incorporated in the act in 
the very beginning by the framers of the act directed that studies be 
made by the Maritime Administration and the industry to devise ways 
and means by which express liners and superliners could be built. 

To me it indicates a recognition from the very beginning, from 
1936, that there might arise occasions during the course of that act 
when the act itself would not prove adequate to build this particular 
type of passenger and superliner ship. 

I think that is the situation you have got confronting you today. 
I will try to touch on that a little bit. 

The CuHarrman. Mr. Casey, let me interrupt you. I would like to 
have this section that you refer to in the record. 

Mr. Casey. I will read it: 


The Commission is authorized and directed— 
and then I will skip to subsection B— 
to study and to cooperate with vessel owners in devising means by which— 
and then I will skip sub 1 and go to 2— 


there may be constructed by or with the aid of the United States express liner 
or superliner vessels comparable with those of other nations, especially with a 
view to their use in national emergency and the use in connection with or in lieu 
of such vessels of transoceanic aircraft vessels. 


As I say, I think that is an extremely important thing to see that as 
far back as 1936 the framers of the act felt it necessary to put this kind 
of provision right in the act. And obviously it would not be neces- 
sary to put it in unless they contemplated there might be situations 
where you might have to do something other than what they have 
already done in the act itself. 

Now, I am further fortified in the position that I take that this 
ship cannot be built under the 1936 act by remembering the difficulties 
that were encountered in connection with the construction of the only 
three passenger ships that were attempted to be constructed under the 
1936 act since World War II. 

And you gentlemen know the experience of those construction con- 
tracts probably almost as well as t det But I cannot yet agree that 
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the steamship United States was actually built under the 1936 act. 
There was a contract executed under the 1936 act. As you know, the 
contract was questioned as to its legality by the General Accounting 
Office. It was referred to the Department of Justice. And suit was 
actually instituted. 

And the suit was compromised on the basis of a $4 million additional 
price being exacted from the United States Lines. 

I am not going to rehash that particular transaction—that is 

water over the dam—only to a certain extent, because it lends us the 
experience of that situation to let us decide today whether we want to 
go through that kind of a situation again. 

The Independence and the Constitution were likewise subject to 
question. That case has been settled. 

Now, let me say that the American Merchant Marine Institute is 
firmly behind the 1936 act. We believe it is sound in principle. We 
believe it is adequate to fulfill the purposes that are announced in its 
preamble. And we do not believe that any deviation should be made 
from the 1936 act unless there is presented clear and convincing evi- 
dence that the purposes announced in the preamble cannot be ac- 
complished under the 1936 act. 

I think that very simply is the issue that is laid before this com- 
mittee. 

They have got to decide whether or not the record that has been 
made here contains clear and convincing evidence that these two ships 

cannot be built under the 1936 act. 

I also want to make it clear that there has been a lot of talk here 
about public and private financing. I do not think the committee 
should be misled that if it were determined by the committee that 
these ships should be publicly financed, that that is any deviation 
from the 1936 act. 

As you well know, the 1936 act very wisely provided alternative 
methods of financing, both public and private financing. And | 
think that the framers of the 1936 act again had foresight. I think 
they provided those alternative methods so that as the years went on 
that method of fiancing could be chosen by the administrative body, 
which in the particular “situation was in the best interest of the Unite d 
States. 

In this particular situation where the difficulties that have been 
outlined to you so far as securing private financing adds to the cost 
of the ship T think that the committee should seriously consider the 
fact that interest is one item of cost; should these ships earn in 
excess of 10 percent of their capital necessarily employed, thus putting 
the operation in a position where the Government would recapture 
half of that excess, interest cost over and above what the Government 
would be able to finance it for—namely, 3144 percent—would be an item 
of cost. 

And to that extent the Government is going to pay half of that 
excess interest cost, just as surely as if they paid it out of an appro- 
priation. 

Now, that excess interest cost, of course, is going into private hands. 
I think it is a question for this committee to decide whether you are 
getting full value for that excess money, as General Franklin testified 
some 4 or 5 million dollars extra in the case of the sister ship to the 
United States over a period of 20 years. 
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If you decide that special legislation in this case is necessary, then 
you are confronted with the question of what special legislation 
should be enacted. I have over the past 6 or 8 months examined 
quite exhaustively into the figures that the United States Lines have 
prepared in connection with their returns and their earnings on this 
first United States. I think you want to bear in mind that their 
figures are based on actual operating experience for the identical ship 
that they now propose to build. 

Those figures are based on a 5-year period which is unparalleled 
in this country’ s history of passenger travel. 

It is also unparalleled in the past 20 years at least in the history 
of maritime labor relations in the sense that that ship has not been 
held up one day. 

Bearing those two factors in mind, and bearing in mind the fact 
that you now have a ship which is only 5 years old, which has the 
blue ribbon on the Atlantic, which is in its infancy so far as ships 
are concerned, and is ahead of its competitors, I think that in all 
fairness you should forecast your thinking to the last 5 years of the 
life of that ship. 

Take the time when it is between 15 and 20 years old; then you have 
got a ship, say, in the 1970’s, when the ship is 18 years old; I question 
whether they won't have two brand new Queens to compete with. 

They will have a new French ship to compete with. Is it fair to 
take the return from the United States for the first 5 years under 
those circumstances and compare it with anything? 

I do not care if they use capital necessarily employed or book vaiue 
or what you compare it with; it does not seem to me to make sense 
to take those returns when the ship is 96 percent filled and in an un- 
paralleled period of prosperity and say this is such and such per- 
centage of the money in the ship. 

I am not an expert in “capital necessarily employed.” I know what 
the purpose is. The purpose is to estimate the amount of recapture 
to the Government under the operating subsidy provisions of the act. 
[ do know that capital necessarily employed does not cover all the 
money you have got in your venture. 

If I were putting $47 million into a ship, take the 19 years when I 
had almost the whole $47 million in, and I was trying to figure out 
how much I was making on my investment at that time, , I do not know 
whether I want to go to Maritime and say, What is my capital neces- 
sarily employed in this ship ? 

I know how much money I have got in the ship. I have got almost 
$47 million in it. I would be able to tell then in terms of my return 
whether I was making a fair profit on that investment or not. 

As I say again, it is hardly fair to take this situation today and 
treat it over the whole life, the 20-year life, of this ship. To me there 
has been a serious undercurrent of opposition presented to this bill. I 
say undercurrent of opposition because I have read the statements of 
the Undersecretary of Commerce and the report of the Secretary of 
Commerce on this bill. 

And I think it is about time that we recognized the difficulty that 
is going to confront this committee and the industry in getting this 
ship built. The Bureau of the Budget apparently has not included 
money for this ship in this year’s appropriation, not, as has been 
generally supposed, because there was a bill pending before the Con- 
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gress to authorize the construction of the ship. And that, I submit, 
would be a very proper reason for not including an amount in the 
budget. 

But, as they say—and it is the Under Secretary’s statement—he- 
cause of “overriding budget considerations,” indicating to me that they 
have eliminated the money for the ship deliberately and purposely. 
And I think there is going to be a tremendous job to be done even if 
this bill is passed in getting the Bureau of the Budget to come along 
and recommend sufficient funds to carry out whatever law this com- 
mittee recommends to the Congress and is finally enacted. 

I am also concerned, I might say, by the statement that was in- 
cluded in the President’s message that the time has come to cut down 
operating and construction subsidies and study ways and means of 
cutting down operating construction subsidies, followed up by a 
suggestion that there is no reason why a ship’s life should not be 
considered as being more than 20 years—25 or more years, I think 
the language was. 

Now, why those statements were included in the message—anyone 
is entitled to an opinion on that. But to me it indicates a building 
up of opposition already in the executive branch of the Government 
against any bill to authorize the replacement of the America at this 
time. 

Another statement in the Bureau of the Budgets report on this 
bill—and it is strange to me because I have seen many departmental 
reports—they do not generally say the Bureau of the Budget says 
this; they generally say the Department says this, even though it 
might have been stimulated by the Bureau of the Budget. 

But here they pin the rose right on the Bureau of the Budget. 
They say the Bureau of the Budget believes in the replacement of 
the America at an appropriate time. Very significant words—‘at 
an appropriate time.” 

Then they say “under the wholly adequate provisions of the 1936 
act.” All these to me are terms of opposition to the bill. They 
finally wind up, of course, by saying the Bureau of the Budget has no 
opposition to this bill. However, if it is enacted, it is not to be 
considered as having any priority over other scheduled ship con- 
struction—another tone of opposition to the bill. 

In other words, you people in the Congress go ahead and do what 
you want, but when you come around to building this ship you 
will still have to go back to us. I think it is about time that some- 
body recognized that there is that problem in this picture, quite 
aside from what bill is recommended and enacted. 

There has been some suggestion that if this bill had not been 
introduced that the negotiations between the United States Lines 
and Maritime might have produced a ship that could have been built 
under the 1936 act. I think I know enough about what went on over 
the past year and a half since this committee held hearings in July 
of 1956 to know that that could not have been possible, and that it 
would have resulted in undue delay and further delay than has 
already taken place. 

And that, as a matter of fact, I am concerned now that if this bill 
is not enacted I do not believe that you will ever get another ship, 
a sister ship to the United States, built, certainly not one that will be 
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approved by the General Accounting Office as being covered by legal 
roper contract within the four corners of the 1936 act. 

I think that is all I have to say, gentlemen. 

The Cuarrman. Any questions / 

Mr. Robeson. 

Mr. Rosgson. I will just say you have made a considerable contri- 
bution to the thinking on this subject. And I am glad to have your 
testimony. 

I don’t think I have any questions to ask. 

Mr. Cuarrman. Mr. Tollefson ? 

Mr. Torierson. One of the things you said was, in effect, that in 
projecting the earnings of the company, the most optimistic figures 
have been used. 

Mr. Casey. Yes, sir. 

Mr. Totterson. Apparently little or no thought was given to the 
possibility of cost increasing, travel traffic dropping off, as far as the 
new ship is concerned ? 

Mr. Casey. I won’t say no thought was given to it, because every 
time that these people get to the computations they always qualify 
it by saying that, of course, we recognize that it has been a good period 
for the ship. But they they go right on to the arithmetic which to 
me is misleading. 

In other words, if you so qualify it, then the arithmetic is not the 
significant thing. 

Mr. Totterson. But the figures were presented to this committee, 
and they were based on the most optimistic estimates ? 

Mr. Casey. Well, just to give you an example of that, it is my 
understanding that when the original United States was planned 
they based it on an estimated carrying capacity—that is, a passenger 
list—of 70 to 75 percent filled. Here it is operating over 90 percent 
filled, and still returns a small percentage on the investment for the 
first 5 years. 

Mr. Totierson. I would like to ask another question. 

The CHarrMan. Excuse me. 

Did you say the projected figures at the time it was originally built 
were on a 75-percent basis? 

Mr. Casry. My understanding is—and this can be verified, of course, 
if you think it is significant, from the United States Lines people—that 
when they planned this ship back in 1948, and how much it was going 
to cost the United States Lines and how much they could afford to 
put into it, they were only figuring that over the life of the ship they 
could expect it to be 70 to 75 percent filled. In fact, for the first 
5 years it has been over 90 percent filled. 

The Cuarrman. The life of the ship? 

Mr. Casey. Yes, sir. 

The Cuarrman. All right. 

Mr. Totierson. Another question: I do not know quite how to put 
it. But we have had considerable discussion this week and in past 
times too about defense features and the cost of the defense features. 
I have had a feeling—and I can’t put my finger on it—that there 
is some additional defense value to the United States Government in 
a ship like this which is not included exactly in the defense features. 

Do you have any thought in that connection ? 
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Mr. Casry. That is very difficult. 


I have had the same feeling about that. In other words, your 


feeling, to try to express it the way I was thinking of it, is that merely 
taking an equivalent commercial speed and taking the cost of building 
the speed to in excess of whatever it is and translating that in terms 
of dollars does not really give you the national-defense features. 

Mr. Totierson. That has been my impression, but I have not been 
able to put my finger on it. 

Mr. Casry. I can’t further explain that. 

Mr. Maiiuiarp. What you are saying is that the commercial equiva- 
lent ship without any defense features in it is a very valuable defense 

asset ¢ 

Mr. Casry. No question about that. 

Mr. Totierson. I appreciate the fact that the 1936 act provided for 
these construction differential subsidies to take care of the difference 
in the cost of building the ship here and building it abroad. And 
we do have the preamble. 

But I had a conviction that all the time we are thinking about a 
commercial ship costing one price and a commercial ship with defense 
features costing something else. And there is an intangible value 
somewhere : along the line to the United States that is not to be meas- 
ured in the cost of the defense features which are added. 

Mr. Casry. Well, of course, if you wanted to measure the value of 
being able to outrun a submarine by having 2 extra knots in the ship, 
certainly the people on that ship—you could not measure the value 
in their terms. I do not think you can measure it in terms of the 
United States either. 

Mr. Totzerson. Mr. Franklin testified that the defense features 
in the present U/nited States cost the Federal Government more than 
the defense features would in the new ship. Would you care to com- 
ment on that ? 

Mr. Casry. Well, of course, the original ship cost about 78 to 80 
million dollars, and this costs $128 million. To that extent the de- 
fense features would go up anyway. In other words, no matter how 
you figure defense features, it is going to be more than defense features 
computed the last time. 

Mr. Totierson. I wonder if you understood my question. The per- 
centage cost of defense features in the existing United States is greater 
percentagewise than the cost of the defense features envisioned for 
this ship. 

Mr. Casey. That is right. And now you have gotten down right 
to the nub of the whole problem as I see it. And that is this question 
of whether the commercial equivalent is the 2814-knot ship versus 
the 30.7-knot ship. 

Back in the year 1949 the national-defense features were based on 
a commercial equivalent of 2814 knots. And the defense features 
were arrived at of approximately $25 million. And then there was 
a very unusual assessment of a million and a half dollars against the 
United States Lines for defense features. There is no authority in the 
act for that whatsoever. 

Of course, you want to remember that there was a settlement of $4 
million extra on this thing that throws the whole picture into one of 
confusion, because the settlement was, as all lawsuits, a mixture of 
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apples and oranges and give and take and so forth, and you could not 
add the $4 million in any one category. You cannot take it into con- 
sideration. 

However, the General Accounting Office and the Department of 
Justice took the position at the time that what was wanted was not 

a 2814-knot ship for the commercial purposes of the United States 
cent they wanted a blue-ribbon ship. And they got a blue-ribbon 
ship. A 2814-knot ship would not be a blue-ribbon ship. 

And, granted, of course, that even a 30.7-knot ship would not be a 
blue-ribbon ship, either, because the only way they got the blue rib- 
bon was by reason of using it one time at least at the defense speed. 
We contended that 2814 knots was not the proper speed to be attrib- 
uted to that ship as a commercial ship. 

The General Accounting Office had no way of knowing what it wa 
At the present time they have the log of the ship to go ‘by. It is 30.7 
average speed, back and forth, for the |: ast 51 years. 

The real big stumbling block today is that they have got that log 
of the ship to justify. Now you have heard Gener: al Franklin make 
what I feel to be a very plausible statement in saying that all he really 
needs is the 2814 knots to make the 2-week turnaround. That is all the 
Queens have. But I seriously doubt myself—I know the General 
Accounting Office has testified on this—that either the Maritime 
Administration, the Secretary of Commerce, or the General Account- 
ing Office will buy administratively 2814 knots as the commercial 
equivalent. 

Of course, it is a different proposition altogether if this committee 
and Congress should enact a bill specifying 2814, knots to be the com- 
mercial equivalent. 

Mr. Totterson. Now, then, as I get your point of view, you say that 
if we pass a special bill it does not really violate the general intent 
and purposes of the 1936 act because you mentioned one section there 
that so indicated it; is that correct ? 

Mr. Casey. In other words, that section 212 could well contemplate 
the enactment of special legislation if necessary to carry out the pur- 
pose of the act. 

I just want to say that as evidence that this is—that this ship, in my 
book, is in the pink-Cadillac class; this is one of a million; some of our 
lines have already gone ahead and made firm contracts. 

Grace Lines and Moore-McCormack Lines, for example, have con- 
tracted for luxury lines under the 1936 act. The contracts have been 
approved as legal, binding, and 100 percent all right by the General 
Accounting Omtice and everyone else. So it does not mean that every 
time you have a passenger ship you have got to deviate from the 1936 
act. It only means that after full investigation, full study, and clear 
and convincing evidence under the 1936 act that you deviate from it. 

Mr. Totierson. I was trying to get a definition of a special case. 

Mr. Casey. That would be difficult. 

Mr. Totierson. Well, let me try one on for size: Any ship to be 
used commercially, urgently required by the Department of Defense 
as a naval auxiliary, which cannot be a successful financial operation 
as a commercial ship if built under the 1936 act constitutes a special 

case. 


Mr. Casey. Not bad. 


21620—58 23 











350 SUPPRLINER LEGISLATION 


Mr. Totterson. I would like for you to work it over. 

That is all, Mr. Chairman. 

Mr. Mitier. Mr. Casey, I think you have pretty well established 
the fact that we can legally take exceptions to the 1936 act; and cer- 
tainly without destroying the act in the case of, to use your expression, 
these on Cadillacs. 

While I am on it, and while we are discussing a bill that affects the 
United States Lines, we also have one here before us that affects an- 
other line that I feel fits in the same category. Do you subscribe to 
that ? 

Mr. Casey. I am not thoroughly familiar with the American Presi- 
dent Lines’ situation. I do know what has been testified to today. 
I have read the original statement of Mr. Killion. I feel this about it. 

The question of speed and the type of ship and the type of service 
are all to be taken into consideration in determining whether special 
legislation is necessary. 

The Cuarrman. Let me interrupt you just a minute. 

Mr. Gibbs, I want to express the appreciation of the committee for 
your continued presence during these hearings and to pay our high 
regard and respect to you for “the proficiency and the position you 
gained in life. I hope you will come back to see us and bring us again 
your wise judgment when we find ourselves in a situation like that. 

Mr. Gisps. Thank you very much, Mr. Chairman. It has been a 
great privilege and pleasure to be here. 

The CHatrman. Good luck to you. 

Thank you. 

Mr. Casry. I was saying there are a lot of things to be taken inte 
consideration in determining whether a deviation has to be made under 
the 1936 act. 

For example, I don’t know how many liners are operating in the 
North Atlantic, what their speeds are. I know, of course, that speeds 
are obviously higher in the North Atlantic than they are in the Pacific. 
I heard the American President Lines say that basically they have 
no competition from foreign-flag ships at the present time but that 
the Japanese and the British are coming in with 27- and 26-knot ships. 

Well, by contrast the Queens built back in the thirties are 2814-knot 
ships. The new French ship will be a 31-knot ship. 

In other words, you have got a competitive factor in the Atlantic 
that you don’t have in the Pacific. The American President Lines 
people t testified they have already examined into the question of put- 
ting a fast passenger ship in the Pacific, and that as they ex: aie the 
speed of the ship g going up 24, 25, 26, 27—when they got to 28 knots, 
their chart, their gr aph, started to go out of sight with fuel costs. 

Now, it seems to me that those are things that you have got to take 
into consideration. 

Mr. Miuier. I don’t think that we want to put the APL and the 
United States Lines on the same basis as far as speed is concerned, but 
there is a relative condition in the Atlantic and a relative condition 
in the Pacific. 

You recognize we have to maintain the prestige in the Pacific as 
well as in the Atlantic. I am not trying to put these on the same 
speed. Somebody has said if you wanted to maintain 30 knots in the 
Pacific and across the Pacific you would have to get a big tanker and 
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put a few cabins on the top deck in order to get fuel enough to do it. 
Tam not an engineer, but that appealed to me. 

Mr. Casey. So there will be no misunder ‘standing, while I appear 
here primarily in support of the bill to build the sister ship to the 
United States, the institute supports the proposition that a ship be 
built of the superliner type for the Pacific trade. I think both ships 
should be built. 

Mr. Mitter. I am satisfied that both ships should be built too. 

The thing I want to make very plain is that these ships that are 
extraordinary ships should receive extraordinary consideration as 
the framers of the ac t, as you have so ably pointed out, have estab- 
lished. And if this is the case, we want to get that done in both 
instances, because I don’t think that it is to our interest to sit back and 
wait until the Japanese or the British come with fast ships in the 
Pacific and then we are there trying to catch up with them. 

I think Mr. Mailliard very rightly spoke of too little and too late 
this morning. And I don’t concede that you subscribe to the too 
little and too Jate theory as far as the Pacific is concerned. 

Mr. Casgy. No, I do not. 

Mr. Miuier. Now, if we are going to get into scrambles and mix the 
apples and oranges, wouldn’t it be better to now sit down and make 
clean deals through the passage of this bill and the companion bill 
to take care of a ship in the Pacific? 

Mr. Casey. Yes, certainly. But let me just follow through just 
one step further on that. 

A clean deal could have been put through on these ships without the 
necessity of this bill by submitting the contract to the General Ac- 
counting Office for an advance decision and having them rule on the 
contract favorably. 

But I am firmly convinced that no contract could have been de- 
vised under the 1936 act, at least for the sister ship to the United 
States, which would have received a clearance of the General Ac- 
counting Office, and hence the necessity to come to Congress for this 
special bill. 

Mr. Miter. I think that is the thing that concerns me, that we 
don’t want to get into that type of thing; or we want to avoid the 
very situation that you so ably described a few minutes ago in the 
case of the United States and the case of the Constitution, and the 
Independence, We have had some experience, and I am very glad— 
this is the first. time that has been brought into the hearings. I am 
glad you brought it into the hearings. 

As far as I am concerned it strengthens my position or my think- 
ing on the thing that now is the time to write clean legislation. 

Of course I realize that, as you do, that there is an undercurrent 
against this thing. That undercurrent manifests itself in other 
ph: ises of legislation here. 

We find it even in the Armed Services Committee. But it is all 
the more reason that we have to write it up. Of course I think there 
is a great deal of confusion that comes into this that compounds the 
confusion when we talk about equivalent ships and equivalent speeds 
and all of that. 

Sure you have got to do it if you are going to try and rationalize it 
under the 1936 Act. W hy don’t we frankly say, as We can in writing 








352 SUPERLINER LEGISLATION 


this thing, the equivalent speed in the Atlantic today is 31.7 knots or 
31 knots. 

It reminds me here a good deal of the way that we pay our em- 
ployees in our office, Based on a 1929 pay scale to which you add 
10 percent, and then 14 percent, and then 10 percent, then 20 percent, 
then $300, and then 10 percent, to get to something that is quite un- 
realistic. So you tell some girl I am going to put you to work at 
$1,800 a year when you really mean she is going to get $3,800 a year. 

And you are familiar with the way that gobbledygook takes place. 

Mr. Casry. Yes, 

Mr. Mitter. Let’s get away from that. And let’s keep that out 
of the operation of this act. And let’s see if we can’t get on with it. 

I want to compliment you for coming here and, as you generally 
do, bringing us a lot of good and new ideas and some real leadership. 

Mr. Cassy. Thank you, sir. 

Mr. Mitirr. That is all, Mr. Chairman. 

The Cuarmman. Mr. Allen? 

Mr, Auten. Mr. Casey, I am a little bit in the position of Mr. Mil- 
ler, I think, in being somewhat uncertain. 

As I look at the matter I have been as much uncertain about pro- 
cedure as anything else. It seems to me we have a case presented 
which indicates a deviation from the routine provisions of the 1936 
act. And under section 212 there is provision for study; there is 
reference to superliners; and there is reference to a duty on the part 
of the Board to make reports to and recommendations to Congress. 

On the other hand I think we have had fixed price bills in here 
before. LaGuardia and I think some others. 

In those cases I remember that the Maritime Board and the opera- 
tor have agreed on a price—informally possibly—but when the bill 
came there was agreement and support from the Maritime Commis- 
sion, or Board, or Administrator, or whoever it was. 

Now, in this case if we are going to start a new sort of a transac- 
tion—and I think it is new—it would seem to me that the way of 
bringing legislation to the committee and of dealing with the situa- 
tion should be to give consideration to what the precedent is going to 
be in future cases, if any. 

Is there a good way of proceeding in the case of the necessity to 
deviate from the general routine procedure? If so, what is the way 
to proceed ? 

Mr. Casey. There are practical difficulties to any procedure you 
might devise. In the case of the ships that you mentioned, they were 
ships that were owned by the Government and could not be sold under 
the Merchant Ship Sales Act of 1946 because the closing date was 
January 15, 1951. Therefore, they had to come to Congress to get 
authority to sell them. 

In most of the cases the price was agreed upon pursuant to the 
formula set forth in the 1946 act with appropriate deductions for 
depreciation. And it was a fairly simple matter to get together 
between the lines and the Maritime Administration to agree on a 
price. | 

And it was an equally fairly simple matter to get that through the 
Bureau of the Budget and get it up here in the ordinary course. 

That is, get a bill submitted from the executive branch of the Gov- 
ernment to the Congress. Because it was, you might say, found money 
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to the Bureau of the Budget. It was money coming in from selling 
a Government asset. 

I felt all the way through the original controversy over the United 
States that what should have been done at that time was when they 
found, as I think some of them certainly felt in their own heart and 
soul, that it was stretching the act to try to build a ship that would 
be economically feasible to operate for the United States Lines in light 
of the investment they were then prepared to put into the ship, when 
they found they couldn’t do that within the four corners of the act, they 
should have come to Congress with an appropriate bill with a price 
that they felt could be agreed upon and submit that bill to the Con- 
gress for enactment. 

The same thing is true today. But I query today what luck the 
Maritime would have trying to report a bill up to this Congress, even 
if they could come to an agreement with the United States Lines, 
through the Bureau of the Budget. 

Mr. Auten. This was in a way confirmed when Mr. Morse testified 
that his views as Maritime Administrator were not necessarily the 
views of the Maritime Board, but going one step further: we had 
the problem of selling some Mariners. 

As I remember it there, the legislation was brought to us after a 
considerable study. 

What I am getting at—I think it is quite obvious—is that it doesn’t 
seem to me this committee is in a position to sit here and take con- 
flicting testmony on what prices and other considerations should be 
and come to a conclusion on each case that presents itself as to what 
a price should be. 

You have got one now. And frankly it is a little confusing on the 
figures. 

But as a method of setting a precedent, should we consider a variety 
of bills which come from whatever source are presented and do the 
best we can with the problem; or should we have a reasonably well 
defined procedure that the people in the industry would follow or 
someone in the Government would follow before it gets to the com- 
mittee ? 

Mr. Casry. Well, as I say, I can’t get over the immediate problem 
first. And that is the fact that in this particular case I feel that the 
only feasible way to have this problem presented to this committee 
at this time was to have bills originate in the Congress itself. And 
I recognize very distinctly the difficult problem that is confronting 
this committee to, you might say, dissect and assimilate the various 
conflicting statements that have been presented as to returns and all 
the other parts of it. 

But I think that that is very properly the function of a committee, 
to get the information from wherever they can get it and try to assimi- 
late it, at least under this kind of a situation. 

Mr. Aruen. Are you saying in effect that under that different 
circumstance there might be a better way which in this case didn’t 
work? 

So it is up here because there is no other way of doing it? 

Mr. Cassy. Yes, sir. I think, for example, that if the intent of 
section 212 were followed through, that Maritime Administration and 
the steamship lines, once they found that they had a proposition which 
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for want of a better formula or definition, I will say, came under Mr. 
Tollefson’s definition of the type of ship that was to be built, that 
couldn’t feasibly be built under the 1936 act, then Maritime Admin- 
istration should forward that bill on then to the Secretary of Com- 
merce, then on to the Bureau of the Budget, then on to this committee. 

Mr. Auten. Thank you, Mr. Chairman. 

The CHarrman. Mr. Dellay? 

Mr. Detxay. I would like to repeat a statement I made this morning 
that where the construction of a new development enters into a field 
of being potentially a troopship and considered a naval auxiliary, 
serious consideration should be given by this committee to enacting 
special legislation if necessary in each specific instance. 

But I am particularly disturbed that even if we do that—and I read 
the report from the Navy that the proposed vessel will be another 
potential troopship—it will serve as a most valuable naval auxiliary 
and it will have many features that are expected to enhance the mili- 
tary value of this ship besides reducing the work, cost, and time for 
conversion of this ship into a military or naval auxiliary in ig of 
a national emergency, one would feel that the interest of the Nav Vv 
would be prince ipally i in getting this ship built. 

We find in a section of this statement that it is recommended by the 
Navy that the cost of subsidy to the operator and the amount of 
differential subsidy be determined in accordance with existing 
statutory procedures. 

We are coming back to the position that I think we are squirming 
before we get into the big battle itself. 

As Mr. Casey has said, there is more than meets the eye in this fight. 

Mr. Casry. Let me point out that under the 1936 act there is one 
provision that requires that all these ships, all passenger ships that 
are built under the 1936 act, be so designed as to serve as immediate 
military or naval auxiliaries in time of war. 

In other words, that is a requirement before you ever get under— 
before you get out from under the 1936 act. 

Now, R. think that serious consideration must be given to adhering 
to the 1936 act wherever a ship can be built feasibly, economically, and 
ra sh under the 1936 act. And only, as I say, when clear and 
convincing evidence is presented that that is not the case should you 
consider breaking the formula of the 1936 act. 

Mr. Dettay. I think our chairman, yesterday morning, went 
through this thing and had reached the point where we were pretty 
much in agreement, that under the 1936 act, it is going to be rather 
difficult to create the conditions under which these ships can be built. 

As far as I can see, we are back at this point again once more. 

Mr. Casry. No. I am convinced you can’t build this ship under 
the 1936 act. 

Mr. Dettay. We reached that stage the other morning. 

The Cruatrman. I think the testimony of Government is to that 
effect. 

Mr. Casey. Even the Navy witness whose testimony you quoted, 
when the statement was read back to him, almost immediately re- 
tracted from the statement and said it was gratuitous and he should 
not have put it in there. 

I wonder why it was put in there. 
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Mr. Dexiay. I do, too. 

That is all, Mr. Chairman. 

The CHarrman. Mr. a uilliard ? 

Mr, Maiatarp. Mr. Casey, you indicated that what should have 
happened did not happen. So should we now try to make it happen? 

Do you think it would be practical for this committee to say, “Mr. 
United States Lines and Mr. Maritime Administrator, get together 
and come up with recommendations as to what is a proper price for 
the United States Lines to pay for this ship”? 

Mr. Casey. Mr. Mailliard, you have seen the statements of Mr. 
Rothschild and Mr. Morse. You must have appreciated that they 
separated their testimony so that Mr. Rothschild covered the policy 
aspect and Mr. Morse covered the need and other practical aspects of 
this ship. 

In Mr. Rothschild’s statement it was pretty clear to me that the 
Department of Commerce has a firm policy, or has established a firm 
policy, at least at this stage, that this ship should be built under the 
1936 act. 

Mr. Marriarp. I may say I got the impression that during the 
course of their testimony here they changed their position quite 
considerably. 

Mr. Casey. Unfortunately, all I saw was the statement. 

Mr. Mattrrarp. They said they were going to go back and think it 
over and maybe come back with some new ideas. I think you may be 
unduly pessimistic. 

Mr. Casey. I hope so. 

Mr. Matuurarp. I think they were sufficiently impressed with what 
has been going on in this committee room that they felt that they had 
not come up W vith an adequate suggestion. 

I think maybe the procedure which you suggested is proper is vn 
possible. 1 hope it is. Because it is certainly awfully difficult for ¢ 
committee of Congress to decide whether $49 million is right or $49, - 
200,000, or—that is a technical question that is awfully hard to make a 
decision on in this manner. 

Mr. Casey. As I understood the testimony, Mr. Morse came pretty 
close to General Franklin here before the committee in what would 
be a feasible way of approac hing a new contract for this ship; and 
that is to agree on 2814 knots as a commercial equivalent which with 
the proper allocation of subsidy and national defense features would 
bring it down to the $47 million price, leaving only the public versus 
private financing to be worked out. 

Now, if they are that close together, and if there is no unseen forces 
at. work, then conceivably they could get together and decide on that. 

And how you enact the bill, whether you enact it as a $47 See 
price, or whether you change the act by saying 2814 knots—and I sa 
change the act—you have an expression of legislative intent that in 
this case 2814 knots should be considered the commercial equivalent. 

You would get the ship built in either event. So what difference 
does it make how you do it? 

Mr. Martiirarp. I think it would make a considerable amount of 
difference. This won’t be the only one. With your experience I think 
your advice would be valuable to us as to whether it seems to you a 
cleaner way to do it and a better precedent to establish to get a fixed 
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price determination and get some legislation on price when it becomes 
obvious that the ship cannot be built under the 1936 act, or whether it 
is better to take this other approach. 

Now in this instance we have better information, it seems to me, 
in the North Atlantic that you can sort of justify your position. You 
have got a lot of experience and a lot of competitive ships. But we 

‘an get into other situations, it seems to me, where we would just be 
pic king a figure out of the air. 

Mr. Casey. Let me say this: I prefer the fixed price approach. I 
recognize that the other approach is the simpler and for laymen at 
least, the easier to understand. 

In other words, you can understand that one. It is—it presents a 
complicated accounting problem with a lot of intangibles that I have 
pointed out when you try to decide how much money can you afford 
to put into a ship and get a reasonable return on your investment. You 
are never going to be ‘able to figure that out to a mathematical exact- 

ness because you have the imponder ables, as I say. 

You don’t know that a 5 or 10 percent drop in passenger traffic will 
throw your calculations out. 

Even before you get the ship built you may be way off base. 

Taking this 2814 knots is only going to get you over the hump in 
this one case. It is peculiar to this particular e ase. 

Obviously you couldn’t do the same thing in the Pacifie in my 
book, because you don’t have any ships in the Pacific at the present 
time. If you wanted to do it in the Pacific you would have to take 
the 26 or 27 knot figure because that is the type of ship that is going 
in there. 

Mr. Matrirarp. That is exactly our problem. 

It seems to me that looking to our own future contentment in our 
jobs here, the precedent we set here may become a pattern that there 
will be a lot of pressure to follow. 

That is why I was asking for your comments as to which you think 
is the better type of legislation. 

Mr. Casey. I think with the aid of accountants you can determine 
whether or not $47 million is a fair and equitable price to pay for 
this sister ship, both to the Government and to the company in this 
particular case. And even taking into account the imponderables 
which I mentioned which I certainly think should be taken into ac- 
count no matter what the accountants come up with. 

Mr. Mariizarp. That is our problem, though. I think if we go to 
the House with this proposal we are going to have to have the sup- 
port—you say the accountants—well, whose accountants ? 

We don’t have any. 

Mr. Casry. I thought the committee had asked the General Ac- 
counting Office to give, within the next 2 weeks, figures of this 
projected return. 

That is what : mean. Of course they are the agent of the Con- 
gress. They are available to you for this kind of purpose. 

Mr. asiasien. That is what I am trying to get on the record— 
where you think we should go for the substa antiating information to 
support a fixed price if we have to go to the rest ‘of the Congress 
with this. 
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Mr. Casey. I think the General Accounting Office is the logical 
place to go. I think they are the ones that should service commit- 
tees of Congress in this way. 

Mr. Mamut1arp. That is all, Mr. Chairman. 

The Cuamman. Mr. Pelly 4 

Mr. Petiy. Mr. Casey, I understand in the very early part of your 
testimony you gave the opinion that it would be impossible for both 
of these ships to be built under the Merchant Marine Act of 1936. 
Is that correct ? 

Mr. Casey. I am not thoroughly convinced on the APL ship, but 
I don’t say that in any way except that I am not as familiar with 
the background. I haven’t seen the figures. 

Mr. Petty. You said “ships”, plural, in your sentence, which 
would have indicated that. 

It seems to me when we didn’t have any bid it would be impossible 
for anybody to make that statement. 

Mr. Casey. I certainly cannot venture an opinion on the APL 
ship. I have seen the figures on the United States Lines’ ship. I 
know the background of the first ship. 

I know something about what I am talking about in regard to that 
ship. I don’t want to venture an opinion on the other one. 

Mr. Petry. I am going to ask you a couple of questions. They 
don’t necessarily reflect my viewpoints, but I think the answers should 
be on the record. They have to do with your statement as to the under- 
currents of opposition which were in evidence. 

Wasn’t it your impression from reading the Secretary’s testimony 
that his opposition, or the opposition of the Department, was based 
on the fact that if an exception was made in the case of the sister 
ship for the United States, that would open the door for other ex- 
ceptions / 

Mr. Casry. I think that was one of the factors definitely. 

Mr. Petuy. Didn’t we have evidence of that that morning when 
Mr. Killion came back and actually said that he would be very un- 
happy on the basis of his original statement ? 

Now, he wants to make the same return as the U nited aes Lines. 

In other words, I thought he really saw an opening there. I don’t 
disagree with his—or to change that, I think he saw that he aaa 
wasn’t making a reasonable return and that the position of the United 
States Lines was more in line with what you should earn. 

But I think that that proved the very point of the Secretary, that 
we should go very cautiously in opening the door for special excep- 
tions. 

Mr. Casny. Well, I certainly—that is why I used the term “clear 
and convincing evidence” that deviation is warr anted and required 
in order to get the ship built. And that is again something that 
you are going to—I have no question in my mind but that there are 
going to be other people to come before this committee and try to 
carve out a case for an exception to the 1936 act. I know there is a 
bill introduced this morning along the same lines. Somewhere you 
have got to be on sound ground. 

I don’t expect that this committee will report out every bill that 
is introduced, making an exception to the 1936 act. Therefore you 
have got to be certain and definite in your own minds and convinced 
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that the ship can’t be built feasibly and economically under the 1936 
act. 

Mr, Petty. At another point in your statement you expressed your- 
self as being unhappy over the President’s message, which indicated 
that we should think in terms of less subsidies and ‘possibly in the way 
of extending the life of a ship; as far as depreciation goes. 

Wouldn't you think that the statement that America could bring 
$10 million is evidence of the fact that a e's useful life might ex- 
ceed the 20 years—actually go up to 25 years ? 

Mr. Casry. Let me say merely to have the record straight that I 
am not so unhappy with the thought that a study would be made 
to try to reduce operating and construction subsidies. 

Nor am I unhappy with the thought that a study is being made 
to determine the feasibility of extending the useful life of a ship or 
statutory life of a ship from 20 to 25 years. 

I am unhappy with the fact that when the President comes out 
and recommends $160 million and $130 million and in the next breath 
there is put into the statement something that could be used to say, 
while I am recommending this, here are a couple of factors that Con- 
gress might take into consideration in as iding whether they should 
appropriate the amount I am recommending. 

Now, so far as the life of the America is concerned, I have been 
aboard the America recently. I think it is an excellent ship. 

I think it is in good shape. I could well see it would be worth $10 
million in the market today toa foreign-flag country. 

The question that is presented to this committee is: do you want 
to postpone the replacement of the America for 5 more years, so to 
speak, at which time of course the cost of the ship is going to go up. 

At that time you are going to have a steamship United States that 
is going to be past the middle of her life. And this layman sort of 
concept where you have got the America taking 7 days and the 
United States 41%, where I ‘have seen them both tied up in the pier in 
New York together, which obviously makes for an uneconomical 
operation, then you are going to have the same problem again 10 
years from today. 

Mr. Petty. Well, the America would be operated after her normal 
20-ye: . hi fe without expense of any depreciation whatsoever. 

Mr. Casey. It would be paid up. It would be like paying off the 
iene on a house. I think speaking from a personal standpoint, 
it may be that they certainly could make a little more money with the 
America rather than lose money after that period is up. 

But basically it is not an economic ship to operate and the wage 
expense on the America is about equivalent to what it is in the United 
States. 

They have something like 1,050 crew on the United States with a 
2-week turnaround, and 660 crew on the America with a 3-week turn- 
around. 

Mr. Petxy. I would hate to contemplate an administration that 
would not think in terms of reduced subsidies for air or for surface 
ships or for any other operations that we have. And I think that it is 
only proper for the President to suggest that that be a consideration as 
far as the Congress goes. 

Mr. Casey. If that work were going on and some constructive efforts 
were being made along those lines in the executive branch of the Gov- 
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ernment—and I am not convinced they are—then I would have no 
serious quarrel with the statements appearing in the budget message. 
But where they appeared, it seems to me that they denoted an effort 
to somewhat qualify the reeommended amounts in the budget message. 

Mr. Pexty. I think on the other hand that the ex xpenditure that 
would be made by the Federal Government in the case of a sister ship 
for the United States for defense purposes is a mighty good buy. 
Because obviously it is a lot less than if we went under the normal 
military expenditure or defense expenditure and spent a lot more 
money and had the expense of maintenance instead of getting actual 
revenue. 

Mr. Casey. No matter how you analyze this whole picture, if you 
go back to the defense angle, this money is well worth it to the United 
States Government. 

Mr. Petry. I always have a fear of a group of men such as exists 
in the legislative body passing on any dollar amount that should be 
paid or authorized to be paid for a ship. It always worries me, be- 

cause we know so little about values. 

Who do we go back to in this case? In this case don’t we go to 
the Maritime Board and they set the value? 

Mr. Casey. Actually in terms of defense, you have got Admiral 
Wilson and Admiral Mumma to rely on muc h more than Maritime. 

Mr. Petry. I think that is a good point. 

Mr. Casey. They are the ones who have said they need not only 
one of these ships but they need a dozen of them. 

Mr. Petty. If we stari without proper evidence to support a figure 
pretty soon we will have other lines coming in and wanting to get 
under the formula of the fixed price. 

And I would think we should hesitate as far as the precedent goes. 
I know that you had the background and experience in these matters 
and you know of the concern. When we were authorizing those other 
sales, as you recall, there was some question as to appraisal. 

So that is why I am interested in getting your answers into the 
record. We are going to have to explain to other Members of 
Congress these very points. 

Mr. Casry. And I would agree that you should hesitate before 
you deviate from the 1936 act. 

In this particular instance I am personally convinced that unless 
you deviate from the 1936 act and deviate now you are not going 
to get the ship built. 

I think you have to become as convinced as I am that that is the 
proper course. 

Mr. Aten. Will you yield? 

Mr. Petry. Yes. 

Mr. Auten. Mr. Casey, as a very practical matter at the present 
time is the General Accounting Office an arm of the Congress dealing 
at arm’s length with the exec utive branch, or is it in a sense serving 
both branches or just what is the situation with regard to the rela- 
tionship between the committee and the General Accounting Office. 

Mr. Casry. The General Accounting Office is an arm of the Con- 


gress. It is in the legislative branch of the Government. It is com- 


pletely independent of come executive branch of the Government. It 
does, as you say, deal at arm’s length with the executive branch of 
the Government. 
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So far as service to committees are concerned in the Budget and 
Accounting Act of 1921 there are certain committees that the Gen- 
eral Accounting Office and the Comptroller General’s Office are 
directed to service. 

I think it is the Expenditures Committee and the Appropriations 
Committee. But in “all the experience that I have had down there 
it has been available to service any committee that has called upon 
it for service. 

And there is evidence in the past, in the past 10 years, that while 
they used to have 1 or 2 men assigned to Congress, now they have 
some 250 men assigned to committees of Congress, to all different 
types of committees. 

Mr. AuLeN. Does any similar situation exist between the committee 
and the Maritime Board or any other of the agencies with whom we 
deal ? 

Mr. Casry. No, sir. 

Mr. Petxy. I thought Mr. Morse said the other day that he had to 
wear two hats. That as a member of the Maritime Board he was an 
arm of the Congress. 

The Cuarrman. No. He is Administrator and Chairman of the 
Board. 

Mr. Mutter. That is right. 

Mr. Casey. He wears two hats all right. 

Mr. Pevry. I think you will find what I said, he said. 

Mr. Mamaiarp. Mr. Pelly is quoting the gentleman correctly, 
whether he is right or not. 

Mr. Miter. I[f he said that, it should be called to his attention and 
corrected, because he is a member of the executive branch of Govern- 
ment. 

Mr. Casgy. That is my understanding. 

Either he should be corrected or I should be corrected. 

Mr. Petty. He says he is a member of both. 

Mr. MILLer. No. 

Mr. ALLEN. Will you yield ? 

Mr. Peuiy. Yes. 

Mr. Auuen. I have a recollection that a variety of commissions, such 
as the old Maritime Commission, and the present Maritime Board, 
and the Interstate Commerce Commission, and some others, are inde- 
pendent agencies, and as much or more arms of the Congress as they 
are arms of the executive. 

I think we ought to know that before we start throwing things 
around. 

The Cuatrman. They are independent agencies in the executive 
department. 

Mr. Casey. That is right. 

The Cuamman. I think in your statement when you spoke of a 
profitable operation of the America after she reached 20 years, you 
meant under foreign flag? 

Mr. Casry. No, sir. 

The Cuarrman. This $10 million price? 

Mr. Casey. Maybe I don’t know enough about the steamship opera- 
tions, but I think if the America was operating under American flag 
and you didn’t owe any money on it, that you would not be losing the 
money you are losing now on it. 
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The Cuarrman. Well, she is paid up now. 

Mr. Casey. Well, then, I think the paying up process just took 
place within the very recent past. 

Mr. Petry. I think she is still being charged depreciation, though, of 
about $500,000. 

The CuamrMan. They haven't fully depreciated it. 

Mr. Petxy. That relates to a loss in their operation. 

The Cuarman. Anything further? 

Mr. Touzerson. I think the record ought to show that General 
Franklin has been shaking his head. 

General Franxuin. This one thing, if you will let me say it: 

If a new ship, sister ship to the ste: amship United States, is ordered, 
during the period—you correct me if I am wrong on this—during the 
per iod that the America is operating, under operating differential sub- 
sidy, as I understand it, we have to pay charter hire to the Federal 
Maritime Bureau, which will amount under their formula to some 

$900,000 a year, which is more than the depreciation. 

The Cuairman. Mr. Glenn? 

Mr. GLENN. No questions. 

The CuarrmMan. Thank you very much, Mr. Casey, for coming. 

The Cuairman. This will conclude the hearing on this subject until 
further notice. 

(Whereupon, at 4:15 p. m., the hearings were concluded.) 

(The following was furnished for insertion :) 


STATEMENT OF Henry C. PARKE, CHAIRMAN OF THE NATIONAL MERCHANT MARINE 
COMMITTEE OF THE AMERICAN LEGION 


Mr. Chairman, gentlemen of the committee, my name is Henry C. Parke. Pres- 
ently I am serving the American Legion as chairman of its national merchant 
marine committee, an appointment it has been my privilege to hold since 1950. 
Many times in the past the American Legion has been granted the opportunity 
to appear before this committee and present its position in support of a strong, 
privately owned and operated merchant marine. 

Ofttimes it is not clear to the younger members of the American Legion just 
why our organization supports the merchant marine. This tie may not be alto- 
gether clear to members of this committee, therefore, with your indulgence I 
should like to very briefly recite a few of the background facts. 

Our organization was founded in Paris, France, by servicemen of the American 
Hxpeditionary Forces. These were hardy young Americans, poorly trained to 
be sure, but stout of heart. Having won a war from the tough, well-trained 
German Army they decided to band together so that America would never again 
be ill prepared for war and by being well prepared reduce the probability of war. 
These impressionable youths would never forget the filthy foreign ships that 
transported them to France. Shipped more like anicals than servicemen they 
determined to do what they could to assure America’s maritime future. 

Down through the years The American Legion has grown from a handful of 
servicemen to nearly 3 million strong, yet we have never wavered in our advocacy 
of a powerful merchant navy—a veritable “fourth arm of national security.” 

Again last year at Atlantic City, the National Merchant Marine Committee 
met to be briefed by experts from the ranks of industry, Government, and the 
Congress. As a committee we sought facts from Alexander Purdon, executive 
director, Committee of American Steamship Lines; Mr. Ben Guill, Vice Chair- 
man, Federal Maritime Board, Mr. L. R. Sanford, president, Shipbuilders Coun- 
cil of America, Mr. Ralph BE. Casey, president of the American Merchant Marine 
Institute, Adm. John M. Will, Commander of the Military Sea Transport Serv- 
ice, and from the very capable chief counsel of this committee, John M. Drewry. 
We are indeed grateful to these gentlemen for the facts they presented which in 
turn enabled the committee to prepare the following report, which was unani- 
mously adopted by the 1957 national convention of the American Legion: 
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RESOLUTION No. 495 


“Whereas Russia now has become the second largest sea power in the world, 
it is essential that we have a modern American merchant marine, planned for 
peace and serving with the Navy to maintain control of the seas for the welfare 
and security of the United States and all free nations: Therefore, be it 

“Resolved, That the American Legion reaffirms its 38-year support of a strong, 
privately owned and operated American merchant marine as our fourth arm of 
defense, and urges the adoption of such policies and procedures as will— 

“1. Implement as fully as possible the sound national maritime policy estab- 
lished in the Merchant Marine Act of 1936. 

“2. Assure the appropriation of adequate funds to enable the Government to 
meet its obligations and proceed in an orderly fashion with the vessel replace- 
ment program. 

“3. Require the Office of Defense Mobilization to review the shortage of steel 
for the construction of new merchant ships and establish a priority rating, in 
the interest of national security. 

“4. Effectively administer the 50-50 law assuring American-flag vessels their 
fair share of Government-financed cargoes. 

“5. Encourage exporters and importers and tourists to use American-flag ships 
in the interest of dependable and reliable service, a dynamic and expanding 
United States foreign commerce, and national defense. 

“6. Provide that low-speed, inefficient, and overage vessels now in laid-up 
status be scrapped; and the reserve fleet be upgraded by ships traded in from 
the commercial fleet. 

“7. Insure immediately available for national defense, strong intercoastal and 
cobiaty ise steamship service, and expand and improve the Nation’s fleet of ocean- 
going tankers and ore carriers. 

“8. Reinstate authority to Coast Guard to screen port and vessel personnel and 
provide security by allowing only loyal American citizens to obtain clearance. 

“9. Increase the efforts of the Government to work with other nations toward 
eliminating discriminatory practices harmful to United States flag shipping. 

“10. Perpetuate the traditions and historic significance of the steamship 
Savannah by recommending to the Congress and the Maritime Administration 
that the new atomie ship now under construction be named the Savannah. 

“11. Commend the Military Sea Transportation Service for outstanding achieve- 
ment in the Operation DEW Line and commend the Military Bea Transportation 
Service for its close cooperation with private industry. 

“12. Continue to encourage and support the United seeds Merchant Marine 
Academy and the maritime colleges in Maine, Massachusetts, California, and 
New York. 

“13. Properly modernize and expand Panama Canal facilities or build an 
alternate Central America route before saturation point is reached. 

“14. Provide adequate shipbuilding and ship-repair mobilization bases for 
wartime requirements along all seacoasts; and that Government and military 
officials allocate and distribute peacetime new-ship construction and repairs 
equitably among all Atlantic, gulf, Great Lakes, and Pacific facilities in the 
interest of national security. 

“15. Continue a program of direct action for a strong American merchant 
marine. 

“16. Implement the broad and extensive information and educational cam- 
paign by the American Legion on behalf of a strong American merchant marine 
for our national security. 

“17. Provide that the chairman of the merchant marine committee and the 
director of the national security commission of the American Legion be, and they 
hereby are directed to continue to seek and obtain from all possible sources such 
information and assistance as will insure the effectiveness of the mandates of 
this convention concerning the American merchant marine and, further, that 
the chairman and director be, and they hereby are, authorized to participate in 
all public hearings affecting the said program: Be it further 

“Resolwed, That the American Legion at its national convention assembled in 
Atlantic City, N. J., this September 16—19, 1957, instructs the national head- 
quarters of the American Legion to continue to prepare and to carry out an 
extensive information and education program about the American merchant 
marine as our fourth arm of national security. 

“Approved.” 
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We are in complete agreement with Maj. Gen. John M. Franklin, president 
of the United States Lines, who in testifying on H. R. 9342 pointed out in un- 
equivocable terms what it means to have a modern fast merchant marine in time 
of emergency. He recalled that in World War II, more than 938,000 troops were 
transported by the British Queens. In truth, space available on United States 
ships was nonexistent. This transport service furnished by the British cost 
approximately $75 million and when fuel oil is added the final cost approaches 
$100 million. 

How will the addition of 1, 2, or 3 sister ships to the steamship United States 
help in this defensive matter? With the ability to carry almost 14,000 troops 
each and capable of a minimum of 20 cross-Atlantic round trips per year, approxi- 
mately 1.1 million troops could be carried per year. 

Another salient point, many times overlooked, is the speed factor of these 
ships in our defensive effort, and it also accounts for the number of round trips 
possible per year. But also, these ships travel independent of convoys, thus 
needing no escort vessels they release Navy war vessels for combat duty. This 
economy, although very difficult to be properly costed, is indeed a real savings. 

When all of the costs and savings factors are totaled, there can only be one 
conclusion: build these superliners for use by our own flag lines. Only then 
can we state that we have the firm foundation of a sound merchant marine. A 
merchant marine that can hold its own in competition with foreign shipping in 
time of peace and a true fourth arm of defense in time of war. 

In respect to the issue of extending the replacement period for ships receiving 
operating subsidies from the present 20-year period to 25 or more years, we, the 
American Legion, feel that this committee is more than qualified to answer this 
question. However, there are certain points that must be considered. 

In the near future, 80 to 85 percent of dry-cargo and combination passenger- 
cargo Ships will be over 20 years old. In terms of sheer economy, it would seem 
only logical that this problem should be phased out in smooth orderly fashion. 
We cannot replace such a large percentage of our merchant marine at one time; 
and, even if possible, it would only create a repeatable situation. 

This problem of replacement of ships carries very logically into the question 
of our reserve fleets, tied up in various rivers and estuaries. Of the approximate 
2,000 ships in the reserve, some 1,500 of these are old, slow Libertys. By be- 
ginning a sound, long-range building program immediately, these Liberty-type 
ships can be scrapped and replaced by the faster ships that presently comprise 
the bulk of our merchant fleet. We need only to recall the terrible loss of lives 
and tonnage of the great convoys of World War II to realize that this problem 
of providing ships for a faster reserve fleet must be acted upon now. Convoys 
can only operate at the speed of the slowest ships. 

There exists too many possibilities short of all-out nuclear war which demand 
that the United States maintain a strong, modern merchant marine. It is en- 
tirely possible that the next war could be fought with conventional weapons or 
a combination of nuclear and conventional weapons in which the merchant 
marine will be called upon to furnish the means of transport for the bulk of all 
supplies. If this situation should come to pass, we fervently pray that our 
merchant marine will be able to respond in the challenge initially rather than 
a hurried, expensive building program. Shall we force them to the position of 
inadequacy in terms of meeting these requirements? We, the American Legion, 
therefore, urge this committee to report favorably to Congress any and all bills 
and resolutions that would develop and keep our merchant marine in proper 
fitness. Only with futuristic type of thinking can we look at the United States 
merchant marine and truly says, “Your merchant marine in peace is your fourth 
arm in war.” 

COMMITTEE OF AMERICAN STEAMSHIP LINEs, 
OFFICE OF THE EXECUTIVE DIRECTOR, 
Washington, D. C., February 13, 1958. 
Hon. Hersert C. BONNER, 
Chairman, Committee on Merchant Marine and Fisheries, 
House of Representatives, Washington, D.C. 

DEAR CHAIRMAN BONNER: In considering H. R. 9542 and H. R. 9482, your com- 
mittee focuses attention on one of the serious problems confronting the American 
merchant marine; namely, the problem of replacing—and perhaps expanding— 
our passenger-ship service. 

We firmly believe that a well-balanced American merchant marine must have 
sufficient passenger capacity to meet our requirements for passenger service in the 
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light of the declaration of policy in section 101 of the Merchant Marine Act 
of 1936. 

It seems self-evident that the transportation of passengers is a part of our 
commerce serving a distinctive purpose—and having unique problems. The size 
of the units and the capital investment required makes this review by your com- 
mittee imperative. We should bear in mind that foreign nations recognize the 
vital role which passenger ships play in the maintenance of well-balanced 
merchant fleets and make provision for modern passenger liners. Most recently, 
the French National Assembly voted a substantial sum for the construction of a 
new French superliner. 

We know that your committee will take into account the specific defense role of 
passenger vessels, and the fact that according to a recent study by the Office of the 
Chief of Naval Operations—‘Sea lift is without question the mainstay of overseas 
transport; there is no alternative for the lifts of large organized forces and for 
massive movement.” The same report points out that we can send 75 divisions by 
sea at approximately the same expenditure of resources and effort as it would 
take to send 8 divisions by air. 

International prestige is an important factor in the consideration of passenger 
ships. While it may be difficult to appraise the value of such prestige, we have 
had convincing demonstrations recently that other nations are aware of its im- 
portance. 

The passenger ships proposed to be built under the bills being considered by 
your committee at this time would constitute important commercial and defense 
lifelines and contribute materially to the maintenance of our international 
prestige. We are grateful that the committee is undertaking this review of the 
need for their construction and the methods whereby this can be accomplished. 

Very truly yours, 
ALEXANDER PURDON. 


(The following letter was furnished for insertion :) 


AMERICAN PRESIDENT LINES, 
Washington, D. C., March 20, 1958. 
Mr. JOHN DrRewry, 
Counsel, Merchant Marine Committee, 
House of Representatives, Washington, D. C. 

DeaR Mr. Drewry: In accordance with your request, the contemplated operat- 
ing schedule for a 31-knot passenger liner operating on Trade Route 29—E in the 
Pacific is respectfully presented : 





| 
| Calendar | | Sea time Port time | 
Port day of Arrive Depart | Speed 

} month | 

| | Days | Hours} Days | Hours | 

| . 
San Francisco. .........----- owl 1. ini cil. ccel 1600 | ales LI SA SLU 
Kind AMMO) i... cennccseske< Nov. 2 0600 | 1500 | 0 | 14 | 0 9 | 26.3 
oe nants no daheens Nov. 5 1300 | 2200 | 3 0 0 | 9 31.0 
Yokohama. ..-...-.- dud .-| Nov. 11 1100 | 2200 4 18 0 | 11 30.9 
| ____ RERESRPERE PEEP ...| Nov. 14 0600 | 1600 2 | 9 0 10 30.9 
Hong Kong.................-| Nov. 15 1300 2200 | 0 | 21 0 | 9 30.1 
TORO. 6 <nennccnes .--| Nov. 18 0700 | 1600 2 | s 0 9 30, 8 
Honoluit..........-...-.....| Nov. 22 1100 2200 4 | 14 0 | 11 30.9 
San Francisco.............--| Nov. 26 i eeete ey 3 | 6 3 10 26.8 

Ec svntwenansee Seleiatiabodiens aha Sunes 21 18 6 6 


I might point out that tabulation of sea time takes account of difference of 
time zones at the various ports. The figure given for speed is computed from 
departure buoy to entrance buoy. 

We consider that a 31-knot, 28-day schedule offers 3 advantages: 

1. An outstanding American-flag service superior to foreign-flag competi- 
tion. 
2. Sailing day is always the same day of the week for each port. 
3. Weekend overtime pay in port can be avoided at all but one port. 
If additional data is desired we will furnish it very promptly. 

Very truly yours, 

GEORGE T. PAINE, 

Vice President, Engineering. 
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WEDNESDAY, MARCH 12, 1958 


House or REPRESENTATIVES, 
CoMMITTEE ON MercHant Martne AND FISHERIES, 
Washington, D. C. 

The committee met, pursuant to notice, at 10 a. m., in room 219, Old 
House Office Building, Hon. Herbert C. Bonner (chairman) presiding. 

The Cuarrman. The meeting will please come to order. 

There are several proposals before the committee which would au- 
thorize the immediate construction of a superliner passenger vessel to 
replace the steamship America and be equivalent to the steamship 
United States, together with a new superliner passenger vessel to be 
operated by American President Lines, Ltd., to augment the present 
transpacific passenger service provided by that company with the 
steamships President Cleveland, President Wilson, and President 
Hoover. 

In the opinion of the Chair, testimony presented within the past 
month rather conclusively showed the need for additional high-quality, 
safe, and fully competitive passenger vessels for American-flag opera- 
tion in the Atlantic and Pacific areas. The national defense need for 
such vessels was testified to by high officials of the Department of De- 
fense in the most positive and urgent terms I have ever heard presented 
to thiscommittee. And in these days, the element of national prestige 
in having such vessels flying our flag is of inestimable value. 

The bills before the committee approached the same objective, but 
from several points of view. These different points of view were 
fully covered in the hearings we held a few weeks ago. 

In the final analysis, the Chair believes that it was pretty conclusive- 
ly shown that the proposed ships would not, in fact could not, be built 
for operation by private enterprise without recognition of their unique 
national value over and above that provided for under the basic for- 
mula of the Merchant Marine Act of 1936. 

The special bills, therefore, are appropriate in view of the national 
need for a certain number of such vessels with special military auxil- 
lary characteristics. 

(For bills referred to see pp. 1-2.) 

The CuarrMan. In our recent hearings, we heard from the president 
and other officials of the two companies, from the Under Secretary of 
Commerce, the Chairman of the Federal Maritime Board, the Comp- 
troller General and his assistants, officials of the Atomic Energy Com- 
mission, and, for the Department of Defense, the Deputy Chief of 
Naval Operations for Logistics. There was no disagreement on objec- 
tives. 
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However, since the several proposals varied somewhat from each 
other, and each presented some departure from the mechanisms of 
existing law, your committee suggested that the Comptroller General, 
an arm of the C ongress, should review the proposals and report to the 
committee on the soundness of the calculations and forecasts of the 
two companies, and make suggestions to us as to the legislative 
approaches we might take to achieve the desired ends. 

Since our last hearing, the Comptroller General and his staff have 
been making a careful study of the subject. They have been delayed, 
and naturally so, because of the inclement weather that prevailed in 
that period. They have now completed their review, and at the Chair’s 
request are here today to make a report and otherwise assist the com- 
mittee in its deliberations. 

Representatives of the United States Lines Co., American Presi- 
dent Lines, Limited, and the Chairman of the Federal Maritime Board 
are also present to join with the committee in an effort to resolve dif- 
ferences and arrive at constructive results which will produce the ships 
on a basis that will meet the national requirements and be fair and 
reasonable to the prospective operators from the standpoint of prudent 
commercial ventures. 

The issues before us today are confined to the bills which have been 
under consideration by the committee. Therefore, I hope the ques- 
tioning today and the discussion today will be confined to this part of 
this subject because we certainly have gone into all of the ramifications 
of the requirement of the ships, the necessity for the ships, and so forth. 

I wish to say also that in deference to the two private operators, the 
Chair determined that this should be an executive meeting because we 
will deal with their financial operations in their private business, and 
I did not think it was fair to them to have the press and the public 
present. It is nothing unusual for this kind of procedure to be fol- 
lowed. 

I ask anyone talking to the press to explain to them why this was 
done. Of course, in all probability there will be a further hearing 
which will be open, and the Chair prefers open hearings, but on this 
occasion I thought it only fair and proper that it be an executive 
session. 

Our first witness this morning will be Hon. Joseph Campbell, Comp- 
troller General of the United States. I wish to say that the Chair 
appreciates the cooperation that the General Accounting Office, Mr. 
Campbell and his staff have given in assisting us in this matter. 

Mr. Campbell, the Comptroller General’s office has prepared a report 
to the committee. 


STATEMENT OF JOSEPH CAMPBELL, COMPTROLLER GENERAL, AC- 
COMPANIED BY E. LYLE FISHER, GENERAL COUNSEL, AND 
GEORGE H. STAPLES, ASSOCIATE DIRECTOR, CIVIL ACCOUNTING 
AND AUDITING DIVISION, GENERAL ACCOUNTING OFFICE 


Mr. Campsewy. Mr. Chairman, at the hearing on February 10, as you 
have said, you requested a report from us. 

The Cuairman. May this report be distributed to all the members? 
This is your general statement now ? 

Mr. Campsett. Yes, Mr. Chairman. 
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The Cuatrman. Do you have copies of that ? 

Mr. Campseuu. No, I have no prepared statement. 

The CHatrman. All right. 

Mr. Campsett. At the hearing on February 10, the committee re- 
quested the General Accounting Office to examine into the financial 
data submitted by the United States Lines and by the American Presi- 
dent Lines relative to the two new vessels which you have been con- 
sidering. 

Mr. Geor ge Staples, associate director of our Civil Accounting and 
Auditing Divi ision, and his assistant, Mr. Olson, have proce eeded with 
this task and, as a result, we have here today a 9-page statement with 
certain exhibits. I shall be very glad to read this entire statement, 
Mr. Chairman, if you wish, but I can summarize by saying that we 
find no substantial discrepancies as between our findings and the rec- 
ords of the United States Lines. 

We likewise in this report indicate the return which the United 
States Lines expects from its new vessel and, in my opinion and the 
opinion of our staff, the return is not unreasonable. 

If you wish, sir, I will read the report. 

The Crairman. I expect that you had better go over it, Mr. Camp- 
bell, for the benefit of the committee. 

Mr. CampseEtu. In response to request by the chairman, Committee 
on Merchant Marine and Fisheries, House of Representatives, during 
hearings before that committee on February 10, 1958, the General 
Accounting Office has examined financial data pertaining to proposed 
superliners, submitted by the United States Lines Co., and the Amer- 
ican President Lines, Ltd. The data was filed with the committee 
during the course of hearings held in February 1958 on H. R. 9342 
H. R, 9473, H. R. 9654, and H. R. 9432, 85th Congress, and was made 
available to the General Accounting Office by the companies. The pro- 
jections of operating results for the superliners were based on conven- 
tionally powered vessels. 

Our examination consisted of an analysis of the data submitted to 
the committee and the bases on which it was developed. In connection 
therewith we examined certain records of the United States Lines Co. 
at its main office, relative to operations of the steamship United States, 
and also reports submitted by that company and the American Presi- 
dent Lines, Ltd., to the Maritime Administration and other pertinent 
information available within that agency. 

This report includes the following two exhibits: 

Exhibit I: Statement of the projected annual net operating results 
of the steamship United States and the proposed replacement of the 
steamship America as submitted by the United States Lines Co. to the 
committee but adjusted for differences disclosed by our examination. 

Exhibit II: Statement of the projected net annual operating results 
averaged on a 20-year basis and the ratios thereof to estimated capital 
necessarily employed, for the proposed replacement of the America 
and the proposed superliner for the American President Lines, Ltd., 
computed on the different costs to the companies that have been sug- 

gested and on the basis of both Govrenment and private financing. 











































UNITED STATES LINES CO. 






Basis of financial data filed with the committee: The financial data 
filed by the United States Lines Co. with the committee is a projection 
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of operating results for the replacement of the steamship America, 
based on (1) 51% years’ experience (June 1952 to December 1957) of 
operating the steamship United States, and (2) Government financing 
of the unpaid balance of the company’s cost under the provisions of 
sections 502 (c) and 503 of the Merchant Marine Act, 1936, as amended, 
with interest at 314 percent per annum. The company’s data, summa- 
rized on an average yearly basis, shows: 


544-vear average 


Projection 
Steamship 
United States 


New vessel Combined 


Profit before depreciation and mortgage interest $5, 019, 979 $5, 019, 979 $10, 039, 958 
Depreciation 1, 614, 71 2, 193, 750 | 3, 808, 464 
Interest (312 percent) - -. 666, 235 | 1, 093, 551 | 1, 759, 786 

Profit before taxes 2, 739, 030 1, 732, 678 4, 471, 708 
Taxes (52 percent) -- 1, 424, 296 | 900, 992 | 2, 325, 288 

Net profit 1, 314, 734 831, 686 | 2, 146, 420 
Cost of vessels 34, 967, 520 47, 000, 000 81, 967, 520 
Percent net profit to cost 3. 76 1.77 | 2. 62 


As the above summary shows, the projected financial operating 
results for the proposed superliner are the same as those for the 
United States during the period covered with the exception that in- 
creased depreciation and mortgage interest charges on the new vessel 
result in a reduced net profit. Depreciation on the new vessel is based 
on the fixed price of $47 million as the cost of the vessel to the com- 
pany, less a residual value of $3,125,000 equivalent to 214 percent of 
an estimated domestic construction cost of $125 million, and is calcu- 
lated at 5 percent per annum over a 20-year period, The mortgage in- 
terest expense on the new vessel is predicated on a downpayment of 
$11,750,000 (25 percent of $47 million), leaving a mortgage of $35,- 
250,000 to be amortized at $1,762,500 a year over a 20-year period, with 
interest at 314 percent per annum on the unpaid mortgage balance. 

Results of examination: Our examination of the data submitted by 
the company to the committee disclosed : 

1. The net profit on the United States is subject to adjustment, 
principally of operating-differential subsidy upon determination of 
final subsidy rates by the Federal Maritime Board. Final subsidy 
rates have been established only through 1954 for wages and sub- 
sistence and through 1955 for all other items of subsidizable expense. 
The subsidy as shown in exhibit I is based on the latest final rates ap- 
plied to the subsidizable expenses for each year. The subsidy on wages 
represents about 85 percent of the total subsidy. 

2. The average net operating results of the United States, sub- 
mitted by the company to the committee, are based on actual experi- 
ence with the exception of the following items: 

Per company 
$448, 258. 29 
1, 676, 956. 67 


337, 201. 22 


Allocation, various income items 
General administrative expense- : a 
Allocation, various expense items. falcata 


These items, which are recorded on an overall basis, are allocated 
to individual vessels in the proportion which the voyage revenue of 
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the vessel bears to total voyage revenue. However, the above items 
were apportioned, in general, on a projected basis, i. e., the ratio of the 
voyage revenue of the l/nited States to the total voyage revenue, in- 
cluding the estimated revenue from the new vessel in the same amount 
as that for the United States and excluding the voyage revenue of 
the America. Since the company anticipates no substantial change 
in the amounts of the above items on an overall basis upon the oper- 
ation of the new vessel in place of the America and since the estimated 
revenue from the new vessel will be substantially more than that of 
the America, the allocation on the projected basis reduces the amount 
allocable to the //néted States and thereby increases the net profit at- 
tributable to it. The average decreases may be summarized as follows: 








Actual Projected | Decrease 
Allocations, various income items $457, 679 $448, 258 | $9, 421 
General administrative expense ‘ os 1, 828, 357 1, 663, 772 | 164, 585 
Allocations, various expense items - - ; 343, 098 337, 201 | 5, 897 
| 


1 As adjusted by GAO (see item 3). 


3. Adjustments recorded by the company applicable to prior year 
operations were not included in the financial data filed with the com- 
mittee; also preliminary amounts had been used for certain items for 
which the final amounts were not available at the time the data for the 
committee were compiled. In addition we noted that the advertising 
and general administrative expenses had not been correctly allocated. 
The overall effect of correction for these differences increases the 
average annual net profit of the United States by $46,422 over that 
shown in the financial data filed by the company with the committee. 
The nature of these corrections and their individual amounts, aver- 
aged to an annual basis, are: 


Amount 
BRctoase Bh VOOR PVE iciie iets — oii ee es 5 bee eke $43, 007 
Increase in voyage expense : si celle caeieilcihe ntl Se ee 
Additional operating- differenti: 11 subsidy_ sich ecnseaiesilcaetiteic dastteh 2 adem 145, 972 
Erroneous allocation of advertising expense_________________-_-__-_- —41, 122 
Erroneous allocation of general administrative expense_ sabcsighiesa ies 13, 185 
7 OO bcs a sisi cet lathes as tees cea daa,” 
Less Federal tax (52 percent) ___ si teisaeaiaechiapiniice badedenieamneget aaa aaa 
Te Be ss ; hainhuitce Jétiiteiae SEAT 46, 422 


The adjusted projected operating results are shown in exhibit I. 
Other factors for consideration: The position of the United States 
Lines Co. is that the company is not prepared to pay more than $47 
million for the new vessel and then only on the basis of Government 
financing and only providing it can sell the steamship America for 

$10 million. 

1. Disposal of the America: The manner in which the America is 
disposed of has a bearing on the financial aspects of the acquisition 
of the proposed replacement. If it is to be traded in, but used by the 
United States Lines Co. during the period of construction of the new 
vessel, the 1936 act will operate to reduce the trade-in allowance by 
the fair value of such use, thus requiring additional cash outlay by 
the company. 
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The America has a residual value of $440,575.50 (214 percent. of 
$17,623,019.99), is depreciated at the rate of approximately $597,000 a 
year, and will reach the end of its 20-year life on July 1, 1960. 

2. Other matters: To avoid possible disputes, we believe that there 
should be clear understanding (if necessary, by revision of the bills 
being considered by the committee) as to w hether or not the fixed price 
is intended to include certain related items of cost not included in the 
bid specifications, such as changes and extras and outfit and equip- 
ment. In addition it is assumed that the company would pay interest 
during construction as provided in section 502 (c) of the 1936 act 
but, since the bills stipulate a fixed price for sale by the Government, 
it may be desirable to clarify this point. The United States Lines 
Co. has estimated that interest charges during construction based on 
a price of $47 million with Government financing will amount to about 
$1,500,000. The statements in exhibits I and II accompanying this 
report do not include charges for interest during construction. It 
was not included in the financial data submitted to the committee by 
the United States Lines Co., but was included by American President 
Lines, Ltd. The regulations of the Maritime Administration pro 
vide that interest during construction be considered as part of the cost 
of a vessel to the owner and included in annual charges for deprecia- 
tion. 

AMERICAN PRESIDENT LINES, LTD. 


The American President Lines, Ltd., filed with the committee ap- 
pendixes as supporting data for the proposed construction of a pass- 
enger liner for operation in the Pacific Ocean, of which the financial 
aspects were stated in appendix D. Considerations of the feasibility 
of such a vessel were based on (1) estimated annual profit of $3,533,- 
200 before depreciation, financing costs, and taxes, and (2) a vessel 
costing the company $41.610,000, exclusive of interest costs during the 
period of construction, with downpayment of $10,402,500 (25 percent 
of $41,610,000), leaving a mortgage balance of $31,207,500, all of 
which, as shown in schedules 1 and 2 of appendix D, are summarized 
as follows: 


Yearly average, 20 years 


(Schedule 1) | (Schedule 2 
Private Government 
financing financing 

(546 percent) | (344 percent 


Profit before depreciation, financing costs, and taxes $3, 533, 200 $3, 533, 200 
Depreciation _ _ -_. $1, 989, 250 $1, 989, 250 
Financing costs: 

Mortgage interest : $965, 594 | $573, 438 

During construction $111, 650 $71, 050 
Profit before taxes $466, 706 $899, 462 
Taxes (52 percent) : $242, 699 $467, 720 
Net profit $224, 007 $431, 742 
Owner’s net investment averaged on a 20-year basis ‘ $6, 328, 188 $7, 074, 213 
Percent net profit to net investment 3. 540 §. 103 
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The American President Lines, Ltd., subsequent to its submission of 
the appendixes, requested equality of treatment with the United States 
Lines Co. for the replacement of the America and therefore concluded 
that the fixed price of $47 million proposed for that ship is the equiv- 
alent of a fixed price of $34 million for the transpacific superliner, with 
Government financing. It is believed that the sales price of $34 million 
was computed to yield an expected rate of return on the APL capital 
necessarily employed almost, but not quite, equal to the rate expected 
for the United States Lines Co., based on the same average annual net 
profit before depreciation, financing costs, and taxes as shown in ap- 
pendix D; namely, $3,533,200. 

The American President Lines, Ltd., does not have an equivalent 
superliner as a base for projecting the oper: ating experience of a new 
vessel. Its estimate of voyage earnings is based on a composite of ex- 
perience and trends whic fh are considered likely to exist in the year 
in which the new vessel is to be put in operation. From our analysis 
of the data submitted, the bases on which the operating voyage results 
were projected appeared reasonable. 


Exuinit I.—Projected annual operating results of steamship “United States” 
and new passenger vessel costing $47,000,000 submitted by United States Lines 
Co. to House Merchant Marine and Fisheries Committee as adjusted by the 
General Accounting Office 


Average (544 years) 


United States New vessel Tooether 
Voyage revenue $19, 610, 818 $19, 610, 818 $39, 221, 636 
Voyage expense 18, 728, 740 18, 728, 740 37, 457, 480 
a nat ne sl 
8382, 078 882,078 | 1, 764, 156 





Operating-differential subsidy 6, 333, 260 1 6, 333.260 | 1 12, 666, 520 
Allocation, various income items 2 448, 258 448, 258 896, 516 
Total income 7, 663, 596 7, 663, 596 15, 327, 192 
Layup expenses 39, 189 39, 189 | 78, 378 
General administrative expense 2 1, 663, 772 1, 663, 772 | 3, 327, 544 
Advertising 506, 741 506, 741 | 1, 013, 482 
Interest at 344 percent per annum 666, 235 1, 55 1, 759, 786 
Depreciation 1, 614, 714 2, 3, 808, 464 
Allocation, various expense items 2 337, 201 674, 402 
Total expense__- 4, 827, 852 5, 834, 204 10, 662, 056 
Net result 2, 835, 744 1, 829, 392 4, 665, 136 
Less 
Federal tax 1, 474, 587 951, 284 2, 425, 871 
Subsidy recapture 
Net profit ‘ 1, 361, 157 878, 108 2, 239, 265 
Cost of vessel 34, 967, 520 47, 000, 000 81, 967, 520 
Percent net profit to cost 3. 89 1. 87 2. 73 
Capital necessarily employed (CNE) $13, 152, 000 $12, 100, 000 $25, 252, 000 
Percent net profit to CNE 10. 35 7. 26 8. 87 


1 Subject to adjustment on determination of final subsidy rates (see p. 4). 
? Allocated on a projected voyage revenue basis. 


NoTE: The above statement does not include interest during const:uction as part of capital necessarily 
employed or an annual charge for the amortization thereof. The United States Lines estimated total in- 
terest during construction at $1,500,000 with Government financing. On this estimate the average annual 
amortization over a 20-year period would be $75,000. 
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ExHisit II.—Summary statement of projected annual net results for replacement 
of steamship “America” and proposed superliner for American President Lines, 
Ltd., computed on various bases 


Replacement of Steamship America: | 


Cost of vessel to company. $47,000,000 | 1 $56,000,000 





Private (5 | Public (24 


percent) 2 percent) 


Publie (344 
a percent) 
| | 


Private (5 
percent) ? 





Financing . Sdn tiiiehtbieninn 








' , 
Yearly average, 20 years 





Profit before depreciation and mortgage | 
interest | $5, 116, 693 $5,116,693 | $5, 116, 693 $5, 116, 693 
Depreciation : | 2, 193, 750 2, 193, 750 2, 643, 750 2, 643, 750 
Interest _- wena A 647,719 925, 313 | 771, 750 | 1, 102, 500 
Net profit before taxes | 2,275,224} 1, 997, 630 1, 701, 193 | 1, 370, 443 
Taxes (52 percent) | 1,183,116 | —-1, 038, 768 884, 620 | 712, 630 
sy : : ene 
Net profit | 1, 092, 108 958, 862 | 816, 573 657, 813 
Estimated capits al ‘necessarily employed | | 
(CNE) 5 | _ 12, 100, 000 12, 100, 000 8, 236, 000 | 14, 325, 000 
Percent net profit to CNE....-..- | 9 03 | 7. 92 5. 70 | 4. 59 
Proposed superliner for American President| ean 
Lines, Ltd.: 
Cost of vessel to company $34,000,000 | $41,610,000 
Financing Publie (3 4% | Private (51% Public (34% Private (5% 
percent) percent) ? percent) | percent)? 
Profit before depreciation and mortgage in- | 
terest $3, 533, 200 $3, 533, 200 $3, 533, 200 $3, 533, 200 
Depreciation 1, 605, 000 1, 605, 000 1, 989, 250 1, 989, 250 
Interest_ | 468, 563 736, 313 573, 438 901, 117 
Net profit before taxes 1, 459, 637 1, 191, 887 970, 512 642, 833 
Taxes (52 percent) 759, O11 619, 781 504, 666 | 334, 27% 
Net profit 700, 626 572, 106 165, 846 308, 560 
Estimated capita] necessarily employed 
(CNE) 8, 750, 000 8, 750, 000 10, 652, 500 10, 652, 500 
Percent net profit to CNE 8.01 6. 54 4. 37 2. 90 


1 Esti .blished cost of 30.7-knot ship under the 1936 act as suggested by Department of Commerce, 
2 Rates estimated by United States Lines Co, and American President Lines, Ltd. 


NOTE: The above statements do not include annual amortization of interest during construction and 
other finance costs incident to private financing. 


A second request you made to us was to work with your staff on 
the bills themselves. Mr. Fisher, our general counsel, Mr. Arch B. 
Brown, and Mr. Miller, of our general counsel’s office, have worked, 
I believe, with your staff in making suggestions for certain revisions 
of the two bills which you have before you. 

The Cuatrman. Does that conclude your statement ? 

Mr. Campseti. That concludes my statement. 

The Cuatrman. Mr. Garmatz. 

Mr. Garmatz. The two bills that are typed here are the revisions 
of the original bills, including the changes proposed ? 

The Cuatrman. I will let counsel answer that question. 

Mr. Drewry. Mr. Fisher, you gave me a marked copy. I suppose 
it would be useful if I were to go through the bill so that the mem- 
bers could mark the various parts w here the changes were made. 

Mr. Fisuer. I think so, because we have taken the two bills that 
were considered, H. R. 9342 and H. R. 9432, and made some insertions. 

Mr. Drewry. The bill to authorize a sister ship of the United 





tro 
Mr 


in 


At 
in 
wo 


be 


ou 
tel 
be 
su 


ent 
es, 


), 693 
, 750 
, 500 


|, 443 
, 630 


, 813 


4. 59 


5% 


, 200 
, 250 
117 


, 833 
, 273 
_ 560 
_ 500 


2. 90 


and 


on, 


d, 
ns 
ns 
se 


at 
S. 


db 


SUPERLINER LEGISLATION 373 


States, the third line from the bottom in H. R. 9342, after the word 
“provided,” underscore the balance of that line and the next two, to 
the end of the sentence on page 2. 

Then in the next sentence, beginning with “terms and conditions,” 
underscore the words “including but not limited to payment of in- 
terest during construction of the new vessel.” 

In section 3, underscore the words in the third line, “including any 
allowance of credit for trade-in of the S. S. America reduced by any 
use charges,” and underscore all of section 5. 

The underscored portions indicate the changes included in the 
suggested revision by the General Accounting Office. 

On the other bill, H. R. 9432, in the title the words “by American 
President Lines, Ltd.” constitute a change in the original bill which 
said “for operation in the Pacific Ocean.” 

Then in the sixth line, underscore the words “American President 
Lines, Ltd.” There was no specific statement other than that. 

Section 2, in the fifth line, Sosteniea at the words “at a price” and 
all the way to the end of the sentence in the second to the last line 
from the bottom is all new material. 

In the last line on page 1, underscore the words “including but 
not limited.” Then over on the next page in the first line to the words 
“payment of interest during construction of the new vessel.” 

In) section 3, second line, underscore beginning with “including 
any,” and the next line in full, “allowance of credit for trade-in of 
any obsolete vessel reduced by the use charge.” 

Section 5 is new in its entirety. 

Those represent the changes which the General Accounting Office 
has suggested should be considered inasmuch as they apparently are 
points ‘that ought to be clearly brought out at this time for discussion. 

Did I state that correctly, Mr. F isher ? 

Mr. Fisuer. That is correct. 

The Crarrman. I think we had better discuss and explain these 
changes so that it will be thoroughly understood. 

Mr. Drewry. I think it would be preferable to have Mr. Fisher 
explain it. 

The CHarrMan. We can go back over the statement of the Comp- 
troller General as to these items. I will let the counsel question you, 
Mr. Fisher, and Mr. Campbell, as to certain questions that are marked 
in your general statement on page 6. 

Mr. Dre wry. In the paragraph under the heading “Disposal of the 
America,” as I understand it, this draft intends to take into account, 
in section 8, that any allowance of credit for trade of the America 
would reduce the net value, net trade-in amount. 

Mr. Fisuer. That is right; and would require additional cash to 
be put up by the operator. 

Mr. Drewry. That is the basic requirement of the 1936 act ? 

Mr. Fisuer. That is the requirement of the 1936 act. 

And we have inserted this language because, as I think we brought 
out in our earlier testimony, we had doubt as to just how it was in- 
tended that the trade-in would be treated. We assumed that it would 
be treated under the regular provisions of the 1936 act, so that we have 
suggested putting the language in the bill to remove any doubt. 

Mr. Drewry. That isthe sole purpose of that change ? 
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Mr. Fisuer. That is the only purpose. 

The CHarrman. That is with respect to the utilization of the 
America during the period of construction of the new vessel and the 
charge that will be made for it 4 

Mr. Drewry. That is correct, sir. 

Mr. THompson. Mr. Chairman, may I ask a question on that point? 

The CHarrMan. Yes. 

Mr. Tuompson. If, as stated, the 20-year life of the America will 
be reached on July 1, 1960, and the residual value is stated to be about 
$450,000, how long would it take to construct the proposed new vessel 
and how would the use charges be computed generally ? 

Mr. Fisuer. I think they anticipate that it will take about 3 years 
to construct the new vessel and the use charge would be figured on this 
basis at roughly 10 percent of the trade-in value. It is estimated that 
the trade-in value may be 8 or 9 or 10 million dollars. 

The use charge for each of those 3 years would be deducted. 

Let’s assume that it is $10 million in round figures. The use charge 
would be $1 million a year for the 3 years. That would be $3 million 
deducted from the trade-in value so that U. S. Lines would have 
$7 million allowance for the trade-in and would have to put up 
cash to make the difference of roughly $12 million on the $47 million 
ship. 

Mr. Thompson. Actually, the use charges would greatly exceed the 
residual value as computed after depreci lation has been charged off 
ach year ? 

Mr. Fisuer. Yes, sir; and I understand that there may be some 
question as to the feasibility or practicability, from an economic stand- 
point of trading in the America and being required to pay that use 
charge. 

Mr. Tuompson. That settles my question. Thank you. 

Mr. Drewry. Your next point touched on the statement, still on 
page 6 of Mr. Campbell’s statement: 


To avoid possible disputes, we believe that there should be clear understand- 
ing, if necessary, by revision of the bills being considered by the committee, as 
to whether or not the fixed price is intended to include certain related items of 
cost not included in the bid specifications, such as changes and extras and outfit 
and equipment. 

That appears in section 2, does it, of your revised draft ? 

Mr. Fisner. Yes, sir; under the first proviso of section 2. 

Mr. Drewry. Is that again in line with the practice under the 1936 
act ? 

Mr. Fisuer. No. If I may say, Mr. Chairman, we are not certain 
what the committee wants. We have put in this proviso so that it 
could be thrown out on the table to be considered. 

In our previous testimony, we suggested that there might be con- 
sidered the possibility of fixing an outside limit on the ultimate = 
of this vessel. We are t: alking now in terms of $128 million or $13 
million, but there is no reason that that could not be increased to $140 
million or $150 million or $160 million under the terms of the present 
bill, so that we have suggested that we make clear just what this $47 
million covers. 

Take, for example, the fin stabilizers that I think are estimated to 
cost $2 million or $214 million that are not on the steamship United 
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States, but there is an outstanding bid in for that item. Would that 
be an extra on which the Government would assume the whole burden ¢ 

Does the United States Lines have to pay nothing in addition to $47 
million, no matter what changes might be made in the vessel after 
construction starts, technological or otherwise; deluxe equipment, 
something that might be desirable only from the United States Lines 
point and not necessar ily from the standpoint of the Government, non- 
national defense features ? 

As this worded, it would throw the whole burden of all of those 
changes after the original contract is made upon the United States 
Lines. The present practice on those items and on escalation, too, is 
to prorate it between the Government and the operator. 

The Cuairman. You do not mean that it would throw the entire 
burden of the cost of those items on to the United States Lines? 

Mr. Fisuer. The way this proviso reads, Mr. Chairman. 

The CHatrmMan. We would certainly only want to throw the pro- 
portionate part between foreign and domestic construction on them. 
At the most, that would be it. 

Mr. Fisuer. That is the existing practice, to prorate it in propor- 
tion to the differential. 

The CuatrmMan. Is that going to be taken care of ? 

Mr. Fisuer. We are not suggesting that this is the way it ought to be. 

The CHarrMan. I understand. I thought of just what you are 
talking about. This bill provides that this ship will be built under an 
existing bid with the possibility of additional costs, so that we would 
prov ide for them under the subsidy formula. 

Mr. Morse would work out that proposition, would he not? 

Mr. FisHer. Yes, sir; that could be worked out very readily. 

Mr. Drewry. But not under this language? 

Mr. Fisuer. Not under this language. 

The Cuatrman. Well, we want the proper language. 

Mr. FisHer. That could be changed very easily, I think. 

The Cuarrman. That is in both cases? 

Mr. Fisuer. Yes, sir. 

Mr. Drewry. That brings up another question, Mr. Fisher. 

You use not only changes and extras, but outfit and equipment. 
Does the term “outfit and equipment” include what is frequently called 
owner-furnished items, in your opinion ? 

Do you contemplate that the $47 million figure would include hotel 
equipment, so called 4 

Mr. Fisuer. Under this proviso here, I think that would require the 
owner to pay all of that. Under the existing practice, that is prorated, 
too, and that normally is not in the original contract so that, 
if the owner is to get some contribution from the Government on 
that, that ought to be taken care of in the |: inguage. 

Mr. Drewry. That point was not discussed at the hearings, was it ? 

Mr. FisHer. I am not sure. 

Mr. Drewry. I do not recall that it was covered. 

Mr. Fisuer. I do not believe it was brought out at the hearings, 
but it was brought out in our report. 

Mr. Drewry. Yes, I believe you did mention it. 

The next point mentioned in that some page is reference to pay- 
ment of interest during construction. You point out that that is 
the standard procedure under the 1936 act. 
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Mr. Fisner. That is right; yes, sir. 

Mr. Drewry. But that it was not, in your opinion, completely 
clear as to what was contemplated here ! 

Mr. Fisuer. No, sir. When the bill says they shall pay $47 million, 
we assume that they would also pay interest on the mortgage during 
construction, but it was not clear and we just do not want any legal 
arguments afterward as to what they are supposed to take care of. 

Mr. Drewry. That is also covered in section 2 in the second sen- 
tence on the top of page 1, with that “including but not limited to pay- 
ment of interest during construction.” 

Mr. Fisuer. Yes, sir. 

Mr. Drewry. Mr. Tollefson asks whether the statement of projected 
earnings took this into account ? 

Mr. CAmpseLy. No, it did not. 

Mr. Drewry. So that that would reduce the net return of earn- 
ings, would it not? 

Mr. Fisuer. It is my understanding that that might reduce it as 
much as 1 or 114 percent. 

Mr. Drewry. Now, Mr. Fisher, in section 5, you introduce some- 
thing of an entirely new element. I wonder if you would mind dis- 
cussing that with a little more elaboration. 

Mr. Fisuer. Under the 1936 act, when an operator makes a profit 
in excess of 10 percent, the Government is entitled to recapture 50 
percent of that excess profit. We recognize to start with that we have 
a situation now that does not quite fit the 1936 act, in that the part 
that the Government is going to pay will probably exceed the allow- 
ances authorized under the 1936 act. 

This suggestion in section 5 is that, because the Government is bear- 
ing a greater burden, perhaps it ought to be entitled to recover more 
than 50 percent of the excess profit over 10 percent. This suggestion 
is that that excess profit be divided 75 percent to the Government and 
25 percent to the operator with respect to the operations of this vessel 
only. 

I would say that, if the operation of this vessel does not result in a 
profit in excess of 10 percent, that then the operations would come 
under the whole fleet. 

Mr. Drewry. The present practice within the past few years has 
been to consolidate the accounting of the entire fleet of a company ? 

Mr. Fisuer. Yes, sir. 

Mr. Drewry. And not just service by service, by the entire fleet, 
passenger and cargo? 

Mr. Fisuer. That is correct. 

Cargo maybe could pick up losses of the passengers, or vice versa, 
and this would require, though, that if the operation of this superliner 
itself results in a profit in excess of 10 percent, the Government would 
recapture 75 percent of that excess without regard to the other opera- 
tions. 

Mr. Drewry. Well, just from the passenger ship standpoint, would 
not the United States and the new ship be operated, as far as the com- 
pany is concerned, each in the same way for the same purpose? Is not 
this separation of this individual ship from the operations of the other 
ship likely to cause confusion ? 

Mr. Fisuer. That might cause confusion, Mr. Drewry. 
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Of course, I would be very anxious to hear what the operators have 
to say about this provision. We are just suggesting that perhaps the 
Government ought to get a little bit more back if there is a substantial 
profit here because of the greater contribution it is making. 

Mr. Touerson. Would it be difficult to keep records with respect to 
the operation of a single ship? Are there many items of operating 
cost ¢ 

Mr. Srapues. As the accounts are maintained under the present 
procedure, Mr. Tollefson, the company has the results and the detail 
of the operations of each individual ship, so that that part of it would 
be no added burden. 

Mr. Auten. Mr. Chairman, may I ask a question ? 

The CuHatrman, Mr. Allen. 

Mr. ALten. With regard to the replacement of the America, would 
not a natural effect of this provision be to furnish an incentive to the 
operator to throw the trade as much as possible to the older ship, the 
United States, and to use the new ship to take care of what trade was 
beyond that in order to keep the recapture down on the ship having 
the higher recapture provision 

Mr. Fisuer. That is probably a possibility, but their experience with 
the U/nited States and the capacity they have enjoyed over the 514-year 
period does not give them much leeway to do that. 

Mr. Auirn. I suppose there would be no objection if they both 
run full. 

Mr. Srapies. Mr. Allen, they will be running under more or less 
of a fixed schedule anyway with 2 ships, so that it does not allow 
any room for diverting good trade or bad trade 1 way or the other. 

Mr. Auten. Thank you. 

Mr. Drewry. I have just one more question. 

The 2 bills, as these suggested changes have been made, are identical 
except in 2 respects: 

One, for change from reference to the area of operation; and the 
other in the first part of section 2 of the APL proposal, provides a 
different basis for computing price. 

I think it might be worthwhile at this point to elaborate a little 
on how you arrived at the differences. 

Mr. Fisuer. We will be glad to do so. We had a little bit of dif- 
ficulty with this because in the case of the superliner to replace the 

America, we have an outstanding bid, and it has already been deter- 
mined what the domestic cost of that vessel for commercial operations 
would be. 

The figure of $47 million, which the United States Lines would pay 
toward that, amounts to roughly 45 percent. Now, in the case of 
the APL superliner, we have no outstanding bids. We do not know 
what it will cost by the time a contract is let. 

Since we assumed both companies were to be treated on the same 
basis, the only reasonable figure we could come up with would be a 
percentage basis of 45 percent of the cost of that vessel, which is the 
same as the United States is paying; $47 million would be 45 percent 
of that superliner. That could, of course, be changed to a dollar 
figure for the American President Lines ship, but then it is more of an 
estimate because we do not know what the final figure will be. 

Mr. Drewry. On that point, as I understand, the United States 
Lines definite dollar figure, of course it has the great advantage of 
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the operating experience of an existing ship, but this American 
President Lines ship is based upon what you have found to be reason- 
able estimates, sean and assumptions based upon existing operations 
and what may be expected in the future. 

Again, if those estimates turn out correctly, the dollar figure would 
produce a rate of return comparable to the United States Lines? 

Mr. Fisuer. That is correct; yes, sir. 

Mr. Drewry. So that the only problem is that there is a danger 
one way or another that, when the final cost of the ship is determined, 
exclusive of the national defense features, that it may turn out to 
a much lower rate or a much higher rate. 

Mr. Fisuer. I presume it could vary either way perhaps several mil- 
lion dollars, which would make an entirely different. picture. 

Mr. Drewry. Can you conceive of an approach that would apply 
the dollar figure and have an adjustment feature when the price of 
the ship is determined ? 

Mr. Fisuer. It does not seem to me as a very practical way of doing 
it, but you could put a dollar figure in here of, say, $34 million, plus 
some percentage of any excess over $78 million that the new vessel cost 
but that, it seems to me, is a little more difficult. 

Mr. Drewry. You are just as unprecise that way as with a per- 
centage figure ? 

Mr. Fisuer. Yes. 

Mr. Drewry. On page 8, and this applies also in connection with 
the United States Lines calculation, you have two schedules 1 and 2, 
one of them private financing at 514 percent, producing a percentage 
of net profit to net investment of 3.540 percent. 

First of all, that percent of net profit to net investment is the same 
“capital necessarily employed,” is it not? That terminology means 
the same ? 

Mr. Strapies. That is a net investment figure, Mr. Drewry, which 
the American President Lines used and also, it is predicated upon a 
20-year average. It involved then the initial investment they would 
make, because they would prorate that, and it would gradually 
diminish over the years. 

Mr. Drewry. Then that is still a different approach. 

Mr. Srartes. That is a different approach and, since we are repre- 
senting these figures here as being those presented by the American 
President Lines, we did not change them. That is one of the reasons 
why we submitted a separate exhibit in the back which constitutes 
a different approach to it, based upon the capital necessarily employed, 
as would be computed by the Maritime Administration. 

Mr. Drewry. Now, you note that this is calculated at 514 percent 
interest, private financing. There has been talk recently of the drop- 
ping of interest rates. 

Do you have any information on whether there would be any actual 
change in interest rates at the present time in private financing on 25- 
vear ship construction / 

Mr. Srapves. We do not have any direct information on that. The 
reason we selected that is because Mr. Killian, I believe, in testifying 
before this committee, was very strong on the point. TI think that 
that very question came up that they should try to get financing, say 
at 5 percent, and I belivee that Mr. Killian made a very strong point 
that they had been conducting some negotiations with their bankers 
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and financial interests and that 514 percent represented the best that 
they could hope to get the way things stood at the present time, so 
that we did not feel qualified to change that. 

That is the reason why you will note on exhibit 2 that we have used 
51% percent for the APL and 5 percent for the United States Lines, 
simply because those are the percentage figures which those companies 
themselves submitted. 

Mr. Drewry. Then we can ask Mr. Poole that when he comes to 
the stand. 

I have no further questions, Mr. Chairman. 

Mr. Totterson. Mr. Chairman. 

The Cuarrman. Mr. Tollefson. 

Mr. TOLLEFSON. With respect to the new United States, the pro- 
jected earnings net profit are based upon the 514 years experience with 
the old United States? 

Mr. Staptes. That is right. 

Mr. Totterson. And as I recall the testimony, it has been operat- 
ing at 95 percent capacity. 

Mr. Campsei. That is correct. 

Mr. TouLerson. Those 514 years were the highest years in our coun- 
try’seconomy. Bearing in mind that there are some fixed expenses in 
the oper ation of a ship. which do not vary whether the ship runs 25 
percent, full, or what, what would be the effect, if you could tell me 
in a general way, if the capacity should drop to 80 percent rather than 
95 percent ¢ 

Mr. Srartes. We have made no calculations on that. Obviously, 
it is trite to say that it would have a very significant effect. I do not 
think I could state it at this moment in terms of dollars and cents. 

Mr. Toiterson. Would it be possible for you to estimate whether 
or not a drop down to 80 percent capacity would result in a loss 
operation / 

Mr. Srapces. I could only say that it could, and the reason I 
equivocate a bit on that is that with a drop in revenue, there are cer- 
tain expenses which will drop also. There are others, as you pointed 
out, which will not vary, so that if you are going to ¢ onsider the effect 
on a sliding scale, it would be necessary in order to be reasonable to 
consider all those elements that would be affected both on the revenue 
and the expense side. 

Mr. Totierson. Your projections are based upon the most optimistic 
estimates / 

Mr. Sraries. These are the United States Lines projections. 

Mr. Touierson. I appreciate that, but with a 95 percent capac ity, 
certainly that is about as optimistic a projection as you could get 

Mr. Srartes. I cannot disagree with that. That is very optimistic, 
I would say. 

Mr. Totierson. With respect to the APL proposed ship, while you 
do not have experience as you had with the old United States, are 
the projec tions likewise optimistic ? 

Mr. Stapries. They are not nearly as high. 

Trusting my recollection, 1 believe that their estimates were pre- 
dictated on an average occupancy somewhere in the neighborhood of 
75 percent. I say that subject to correction, but I believe that that 
is what their appendixes brought out. 
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The Cuarrman. Mr. Garmatz. 

Mr. Garmatz. I have no questions. 

The Cuatrman. Mr. Robeson. 

Mr. Roseson. I would just like to ask one question. I may be con- 
fused, but it seems to me that with this proposed bill as we have it 
now that the United States Lines will end up paying more than the 
$47 million; is that right ? 

Mr. Srapies. The chances are that they will, sir. 

Mr. Roseson. Approximately how much more ? 

Mr. Srapues. That is a pretty hard thing to say because in the con- 
struction of almost every ship there are changes and extras that come 
about. It has just been traditional. 

Mr. Roserson. It will be several million dollars more, apparently? 

Mr. Srapes. It could be. That depends on just how restrained all 
the parties concerned are in making changes in the ship once the keel 
is laid. 

Mr. Roseson. Then is it safe to assume that the $47 million would 
be lower than they would have to pay ? 

Mr. Strapres. I think that would be a reasonable statement, yes. 

Mr. Rosrson. So that when we are talking about $47 million, it is 
$47 million-plus that they are going to pay ? 

Mr. Sraptes. That is right. 

Mr. Roseson. Thank you. 

The Cuatrman. Mr. Tollefson. 

Mr. Totierson. I have no questions. 

The CuarrMan. Mr. Allen. 

Mr. Auxen. I notice in the American President Lines bill that the 
provision is to be equal to 45 percent of the domestic cost of construc- 
tion. 

As I understand the 1936 act, the percentage is a result of the dif- 
ference between the foreign price and the domestic price and the sub- 
sidy is not determined as a percentage before the bids are taken; is 
that correct ? 

Mr. Srapzes. That is correct, Mr. Allen. 

Mr. Aten. It is also part of the provisions of the 1936 act that the 
low bid need not necessarily be taken if there are other considerations 
which make it desirable to place the construction in a yard other than 
that of the low bidder. 

Mr. Campset. I think Mr. Fisher might answer that. 

Mr. Auten. I am saying that that is what the act says now, I be- 
lieve, as a preliminary question. 

Mr. Fisuer. I would not want to say categorically offhand that that 
is correct. I am not disputing your statement. I think your question 
probably will bring out what you have in mind. 

Mr. Auten. That is preliminary to this question. 

Under this bill, the increased cost if the ship were built in a yard 
other than that of the low bidder would be passed on in part to the 
purchaser of the ship, whereas, under the normal situation now, the 
increased cost is considered as a national defense feature and not 
passed on; is that correct ? 

Mr. Fiscuer. No, I do not think that would happen under this bill 
because, under this bill, the United States Lines is only going to pay 
$47 million of the original cost. 
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Mr. AtLeN. I am speaking of the American President Lines. 

Mr. Fisuer. Well, that is a possibility if you are thinking in terms 
of 6 percent differential for west coast yards or the allocation feature. 

Mr. Auten. I am thinking of the allocations that were just made. 
I am wondering if this bill would put the purchaser of a ship in a 
position where ‘he would be fighting to get the low cost on the total 
price, which is not the case necssarily under the present law. 

Mr. Fisuer. I do not believe that that would affect it, Mr. Allen, 
for this reason: He is to pay 45 percent of the domestic ‘cost of con- 
struction of a commercial vessel as determined by the Maritime Com- 
mission. 

I feel certain they would determine that the domestic cost of con- 
struction of that vessel is at the low bid. 

Mr. Auten. Well, assuming that that is correct, if they then wished 
to allocate the ship to another yard 

Mr. Fisner. The Government would have to pay that as part of the 
national defense features. 

Mr. Atten. Would the provision of this bill permit that and would 
the General Accounting Office interpret the language here to mean 
the cost would be the low bid rather than the cost of the ship as 
constructed ? 

Mr. Fisner. Well, I would want to hear from Mr. Morse on that, 
but I am inclined to think that he would say that the domestic cost 
of constructing the ship is the low bid and that is the figure that we 

would use in computing the 45 percent. 

Mr. Atten. There is no intention in forming this language to vary 
from the other provisions of law in the 1936 act with regard to allo- 
cation for national defense purposes ¢ 

Mr. Fisuer. No, sir; not atall. 

Mr. Auten. Thank you, Mr. Chairman. 

The Cuarrman. Mr. Thompson. 

Mr. Tuompson. I have one question in regard to the million and 
a half dollars estimated interest to be paid during the time of construc- 
tion. To what operation would that be charged 7 

Mr. Campsets.. That would be a capital investment. It would in- 
crease the capital necessarily employed. 

Mr. Tuompson. There would be no possibility of their using a por- 
tion of this to be charged as expense during the time of ope ‘ation 
of the America? 

Mr. Camppeiy. No, it would not be. The interest on construction 
would be a cost of the new vessel and it would reduce the earning per- 
centages to which I referred. 

Mr. Trompson. At the same time, they do not have the use of the 
vessel during this period of construction, and I wondered if there 
would not be a possibility of charging off at least part of it as an ex- 
pense of the operation of the America during time of construction. 

Mr. Staptes. That is not the prescribed accounting form. The in- 
terest during construction is considered to be part of the operator’s 
investment in the ship. That is what it cost him to buy that ship. 

In this case, it would be added to the $47 million and then deprecia- 
tion would be taken each year on the total of $47 million plus the in- 
terest, whatever the interest during construction is. 
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Mr. Tompson. When you mentioned that you did not include that 
in your forecast, I though perhaps you had some other method. 

Mr. Sraptes. No, we do not have any other method. 

One of the reasons we did not include it is because when you deal 
here, as we have dealt, with private financing, the whole subject gets 
pretty sticky and the same general rules do not apply. Also because 
the United States Lines made an estimate, I believe, of a million and 
a half dollars predicated upon the $47 million. 

There were no other estimates made by either American President 
Lines or in connection with the other bases on which the ship might be 
purchased, so that we thought that, in view of the paucity of informa- 
tion we had on it, that we would not consider it and leave that as an 
open question. 

Mr. THompson. Well, the use of that million and a half dollars 
would change your percentage of net profit. 

Mr. Sraries. Definitely it would. 

Mr. THompson. That is all. 

Mr. Camppety. It would make a difference of about 1 percent. 

The Cuatrman. Mr. Van Pelt. 

Mr. VANn Petr. I have no questions. 

The CHatrman. Mr. Mailliard. 

Mr. Marruiarp. Yes, Mr. Chairman. 

Mr. Campbell, would there be any reasonable feasibility to combin- 
mg these two bills, making them conform somewhat ? 

What I am getting at is why could we not use a percentage basis in 
both cases, so ‘that we could report one bill and would not have to 
explain why they were different, and so forth. 

Is the $47 million and the 45 percent a comparable figure ? 

Mr. Campseti. In answer to your first question, Mr. Mailliard, we 
do think it could be one bill. 

As to the use of the percentage, I will ask Mr. Fisher. 

Mr. Fisuer. I think so. We arrived at the 45 percent in that the 
$47 million is 45 percent, I believe, of the $105 million which has been 
the commercial cost of the construction of the commercial vessel here, 
so that it would be a question of just a few dollars either way, and per- 
haps we could put them both on the 45-percent basis. 

Mr. Marui1arp. Taking, then, the bill for the American President 
Lines as the pattern, and getting to this proviso : “However, such price 
shall be i ine reased to reflect the full amount,” if we change the word 
“full” to “proportionate,” that would bring it into conformity with 
the present practice, would it not? 

Mr. Fisuer. I would want to think about that. 

Offhand, it seems that it would. “In the same proportion”—it 
seems to me that it would. 

Mr. Marurrarp. So that if we could draw one bill that would allow 
these two ships to be built at a cost of 45 percent, additions being ap- 
portioned between the Government and the company, then it seems 
to me as nearly as I can look at these two bills that the one thing you 
might have to put in would be a special provision that the replace- 
ment for the America could be constructed under existing bids. 

That is about the only difference between the two that I can see. 

Mr. Fisuer. That is about all. 

Mr. Matiitarp. Those provisions ought to be able to apply to both. 

Mr. Fisuer. In one we say 45 percent, and in the other we say $47 
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million. That is the only difference. I think that could be worked 
vut very readily. 

Mr. Campeete. I assume that the United States Lines would have 
some comments on that. 

Mr. Maitxiarp. They might have. I wondered, from your point 
of view, whether there was a technical impediment to doing it. Is 
there? 

Mr. Fisuer. I do not think so. 

Mr. ALLEN. Will you yield? 

Mr. Maiiiiarp. Yes, sir. 

Mr. Auten. In that event, the Government would be paying 55 per- 
cent of the cost. Would it be getting the same features in each ship 
for the 55 percent that it would be paying ? 

I have in mind in the case of the replacement of the America, the 
Government would get 6 or 7 knots of speed in excess of commercial 
requirements, while in the American President Lines ship, it might 
not. I am wondering if we are getting into a field where we are fix- 
ing a percentage as though we are buying the same additional features 
for the same amount of money, when in practice we would not be 
doing so. 

Mr. Fisuer. Of course, under the two existing bills, you are not 
geiting the same ship under each bill anyway. 

I think the APL ship would do about 26 knots as compared with 
the United States Lines 30.7 for operations, and there is something 
like $30 million difference in the estimated costs of the 2 vessels to 
start with. 

Mr. Atien. Does that add up to a result that, in effect, each of these 
ships as they come along must be considered as a separate transac- 
tion, fitting a variety of circumstances, and the fact that 45 percent 
would be used in each case does not indicate similarity of what the 
Government is obtaining? 

Mr. Fisner. There would be no restriction in the bill itself, as far 
as I can see, as to why you could not build two superliners equivalent 
to the steamship United States if this was combined, but I understand 
that the operation of one like that would not be feasible in the Pacific 
to start. with. 

Mr. Atiten. Thank you. 

Mr. Maiu1arp. Pursuing that line of questioning, there is nothing 
in this bill which would prevent the Government from adding any 
national-defense features. This would not be at a price to the com- 
pany at all? 

Mr. Fisuer. That is right. 

Mr. Mariurarp. So that if the excessive speed in let’s say the re- 
placement for the America was very much greater than in the case of 
the APL ship, the Government would pay for that separately ? 

Mr. Fisuer. Yes, sir. 

Mr. Maiuiarp. So that 45 percent is not the total cost of the ship. 
Neither can you say, as I understand it, that 55 percent would be the 
total cost of the ship, because the Government could add any amount 
of defense features. 

Mr. Fisner. That is right, and our proviso excludes the national- 
defense features as being a charge against the company. 

_ The point I was trying to make was that on the replacement for the 
Steamship /’nited States, you are authorizing the use of an outstand- 
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ing bid, so that we know at the start just about what ship we are going 
to get. 

On the APL, other than what you have been told is desired, there is 
no limit in the bill as to what it might be. 

Mr. Matuuiarp. Getting to the point Mr. Thompson was making, it 
seems to me that if you do use a percentage and provide for the changes 
to be paid for proportionately, you then have an automatic discour- 
agement to the operator to add a lot of unnecessary, or expensive fea- 
tures to the ship, and yet he is not in the position of having to pay in 
total for them. 

I would suspect that with this provision in the bill to replace the 
America, you are getting so far away from the $47 million that it 
would very likely be unacceptable to the United States Lines. I am 
afraid that that is the case. 

I think that that probably would not be true if that were a propor- 
tionate share, or at least it would be less likely to be true. 

Mr. Fisurr. It is customary under the 1936 act to make that pro- 
portionate. 

Mr. Mariu1arp. Would I not be correct in saying that in the case 
of the APL vessel, if the Navy should decide, I do not think it would 
but if it should decide, that that vessel was acceptable as they want it, 
then the total cost to the Government would be 45 percent of the cost 
and there might be no national-defense features / 

Mr. Fisuer. I am not sure that I follow you on that one. 

Mr. Martutarp. I think that would be true. 

Mr. Allen said that the Government would pay approximately 55 
percent of the total cost. Well, that is the replacement for the America 
where we know the figures. 

Mr. Fisuer. Yes, sir. 

Mr. Marutarp. We do not know what defense features might be 
put into the APL vessel. Assuming that there were none, then under 
this figure the total cost to the Government would be the 55 percent, 
but in the case of the replacement to the America, it is going to be 

substantially more than 55 percent. 

Mr. Fisuer. Yes. Of course it is going to cost a lot more, too. 

Mr. Marcurarp. That increase above 55 percent is defense features 
entirely ? 

Mr. Srapies. That is true. 

Mr. Fisuer. Whether it is defense features or not, the Govern- 
ment is going to have to pay it. 

Mr. Matiutarp. For what they demand, but in both instances the 55 
percent cost to the Government will be on the commercial equivalent. 

Mr. Fisuer. That is right; yes, sir. 

Mr. Auten. Will you yield ¢ 

Mr. Mariutarp. Yes. 

Mr. Atien. I was trying to justify in my own mind this 45 percent 
figure in each case. : 

I do like uniformity in the approach, or seeming uniformity, but it 
seems to me here that quite frankly, the United States Lines offers us 
a ship with the defense features built into a very considerable extent, 
while the American President Lines very frankly offer a commercial 
vessel without defense features so that, if we go to a uniform percent- 
age, I was trying to consider how do we justify taking the two ships 
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on the uniform percentage when one comes with the defense features 
built into a very considerable percent, while the other does not. 

Mr. Sraptes. I think it would be well for us to understand how 
we arrive at all these percentages, Mr. Allen. 

First of all, we start off with the proposition that the United States 
Lines stated they could pay $47 million for a ship which would be 
the equivalent of the steamship United States. 

Now, bids were put out on that and I believe the Maritime Admin- 
istration estimated that the domestic cost of a commercial ship pur- 
suant to that bid would be about $105 million, so that from that point 
we go on then to say that $47 million represents 45 percent of $105 
million, and therefore, effectively, the Government is paying 55 per- 
cent construction subsidy. : 

That is without any national defense features which would add 
possibly another $25 million or $30 million to it. 

Now, the American President Lines has applied to the committee 
for equality of treatment, and the bill as has been prepared here is 
predicated upon those percentages which are the effect of the $47 mil- 
lion offered, and the $105 million estimated, and it is on that basis that 
we have inserted in here: “shall be 45 percent”, so that that puts it on 
the same basis as what the present estimates are for the replacement 
for the America. 

Mr. Auven. | think that clears it up. 

The Cuarrman. Mr. Mailliard. 

Mr. Maririarp. That is all, Mr. Chairman. 

The CrairmMan. It has been thought that the fina] bill might be in 
two sections, the first section dealing with one ship and the second 
section dealing with the other, because there are certain peculiarties 
in the one instance that do not occur in the other. 

We are not trying to write a uniform bill that would be used per- 
petually. We are taking care of a situation here where the testimony 
before the committee has shown it to be necessary for the national 
defense to have these two ships. 

Mr. Miller. 

Mr. Mituer. I have no questions, Mr. Chairman. 

The Cuarrman. Mr. Zelenko. 

Mr. ZeteENKO. Mr. Chairman, in line with your statement just now, 
IT believe that the Comptroller has evidenced your sentiments on page 
13 of his brochure here, the one entitled No. 3. I was reading the con- 
clusion of it and it states that: 

We recognize that the proposed bill— 
that is the one dealing with the United States Lines counterpart— 


is the result of special circumstances—the background of which indicates that 
the cost of replacing the steamship America under existing provisions of the 
Merchant Marine Act of 1936, as amended, with a vessel equivalent to the steam- 
ship United States is not commercially feasible. On the other hand, its enact- 
ment may nevertheless serve as a precedent for similar proposals for the con- 
struction of vessels and their sales at fixed prices in lieu of estimated foreign 
cost, or for other deviations from basic provisions of the act, based on conten- 
tions of equally justifiable special circumstances. 

Here is the important part: 

We also recognize that the question of whether special legislation of this type, 
granting Government aid in excess of that presently authorized, is necessary to 
the national interest is strictly a matter of policy for determination by the 
Congress, on which we express no opinion. 
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In other words, the Comptroller recognizes the special circumstances 
applying to a counterpart of the vessel United States. 

Mr. Campsety. That is correct. 

Mr. Zetenxo. If it is one bill, it would necessarily have to be, I 
think, in two sections. You cannot very well group both of these 
vessels into one category. 

If I may, to eliminate some of the confusion in my mind with all 
these figures involved, your office, Mr. ¢ omptroller, has first of all gone 
over the figures submitted and the projections submitted by both of 
these companies, and I believe you have told us that you find them 
substantially accurate. In other words, you have looked the figures 
over as they have submitted them ? 

Mr. Camesett, That is right. 

Mr. Zetenxo. You find them accurate and that has been one part 
of your task here. 

Secondly, you of course do not express an opinion as to whether 
this legislation should be enacted or not. 

Mr. Campsetu. We did not. 

Mr. ZeLtenxKo. That is my understanding. 

Mr. Campsetu. That is correct. 

Mr. ZeLENKO. I want to get this across. 

Thirdly, you have on the figure basis alone and in the interests of 
the Government submitted certain changes or variations from the 

original proposals here on the figures. 

Your changes or variations, you feel, are in the interests of the 
Government for protection of the Government ? 

Mr. Camppeti. With respect to earnings figures, yes. 

Mr. ZELENKO. Some of the changes which you have advocated here 
apply merely from an accounting standpoint, not on the feasibility 
of the legislation ? 

Mr. CamMpsetu. Yes, sir. 

Mr. Zurenxo. Then that leads me to the next question. 

The figures that we have had submitted from the companies have 
been backed up by statements from both of the companies that they 
could live with those figures and they would be feasible from their 
viewpoint. Now, has your office consulted or had conferences with the 
companies on your proposed variations to determine whether the 
companies could live with your figures? 

Mr. Sraptes. By variations, Mr. Zelenko, do you mean the pro- 
visions in the revised bill that we have presented this morning? 

Mr. Zetenko. I am not classing that as a technical term. I am 
using it as a layman. 

Mr. Srapres. The only figures in which we found adjustment was 
in connection with the United States Lines Co., and we have discussed 
it generally with them, and they agree with the adjustments that we 
have found. 

Mr. Zetenxo. Of course, I am always one who figures that I per- 
haps have to explain to somebody in my district or to somebody not 
familiar with accounting procedures. I do not want to be in a posi 
tion, let’s say, of a member of a committee who would say, “Let’s take 
your figures,” and then find that the people who are going to build if 

cannot get along with it. That is why I ask you if, as a result of 
your conferences, informal and formal, that you have had with them, 
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they take your adjustments and say that with your adjustments they 


can get along. 


Mr. Sraries. They have not indicated that they can or cannot, but 
they have accepted our adjustments in informal conferences, and I 
do not believe the net effect of them will cause them discomfort, be- 
cause the net effect is about $44,000 a year. 

Mr. ZeELENKO. Suppose I go along with you, as I naturally would, 
and these people come up and Say, “Our or iginal proposal was some- 
thing we could live with and we cannot now go ahead,” but you feel 
that the adjustment is of a very minor nature. 

Mr. Strapues. That is right. 

Mr. ZeLenxo. So that it would then be up to them to say whether 
they can get along with that. It is not a substantial adjustment such 
2s would discourage them from proceeding ? 

Mr. STAPLEs. Not at all. 

Mr. ZeLenko. I do not propose to ask further questions because I 
do not have the capability or background of going into these millions 
of dollars of figures, so that I suggest you go along with your distin- 
guished ( ‘omptroller General. 

The CrarrMman. Pardon me, Mr. Macdonald; I passed you. 

Mr. Macponaup. I have no questions. 

Mr. Pelly. 

Mr. Peury. I have no questions. 

The Cuarmman. Mr. Cederberg. 

Mr. Creperserc. I have no questions. 

The Cuarrman. Mr. Gross. 

Mr. Gross. I heard the term “domestic and foreign costs.” What 
is meant by domestic and foreign costs in connection with the con- 
struction of a vessel such the United States? 

Mr. Campsett. What is the difference between the two? 

Mr. Gross. Let me put it this way: Have foreign shipyards bid on 
the construction of this vessel ? 

Mr. Campsety. They have not. 

Mr. Srapues. No, foreign costs come about, Mr. Gross, by virtue 
of estimates and accumulated data gathered by the Maritime Ad- 
ministration, all of which taken collectively adds up to an estimate of 
what it would cost to build this ship in a representative foreign yard. 
That is all it is. 

Mr. Gross. But for purposes of consideration of this bill, there is 
no relation between actually what it would cost to build this ship 
in a foreign yard? 

Mr. Sraptes. No, if what you mean is an actual bid by a foreign 
yard. 

Mr. Gross. That is a misnomer. It does not matter what it would 
cost to build this ship in a foreign yard. It has no relationship to 
it; is that correct ? 

Mr. Sraptes. In view of the fact that a fixed price has been stipu- 
lated in the bill, the whole question of differential between domestic 
and foreign cost does become somewhat academic; but under the 
provisions of the Merchant Marine Act, and under the philosophy 
of the Merchant Marine Act, the purpose of the law is to place the 
operator on an equal footing, investmentwise, with his foreign com- 
petitor and, therefore, they say that the difference between ‘what it 
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would cost you to build this ship in a foreign yard, based upon all the 
best estimates that anybody can get, and what it would cost you in 
a domestic yard, is what is known as construction subsidy, which the 
Government will pay. 

That will place you on an equal footing with your foreign com- 

etitor. 
' Mr. Gross. Do you know whether any foreign country has enough 
counterpart funds to build this ship? 

There is one other question I would like to ask. The committee 
print H. R. 9482 states: 


To authorize the construction and sale by the Federal Maritime Board of a 
superliner passenger vessel for operation in the Pacific Ocean. 


Your proposed bill is: 


To authorize the construction and sale by the Federal Maritime Board of a 
passenger vessel for operation by American President Lines, Ltd. 

Mr. Campsett. We suggested that that limitation might not have 
been intended, and that it might come out. 

Mr. Gross. Do you think it is a limitation that ought not to be in 
the bill? In other words, the vessel ought to be able to be operated 
in any ocean; is that correct ? 

Mr. CampsetL. That was our thought. 

Mr. Gross. Thank you, sir. 

The CuHatrMan. Mr. Dellay. 

Mr. Detxay. I have no questions. 

The Cuatrman. Mr. Young. 

Mr. Youna. I have no questions, Mr. Chairman. Thank you. 

The Cuatrman. Mr. McIntosh.. 

Mr. McIntosu. I have no questions. 

‘The CuatrMan. Mr. Glenn. 

Mr. GLENN. I have no questions. 

The Cuatrman. Thank you, Mr. Campbell. I think you have 
fulfilled the requests of the committee as much as possible. You were 
called on not because we doubted the responsibility of the American 
President Lines or the United States Lines, but we wanted you to 
look the figures over so that we could show that, if we want this 
ship and must have this ship, we could not expect the private oper- 
ator to invest more money than he suggests it is possible for him to 
invest to get some return on his investment, 

I think it has been clearly shown. You have substantiated just 
what they have said. Thank you very much. 

Mr. Camrsetn. Thank you, Mr. Chairman. 

The Cuatrman. We will have the United States Lines, General 
Franklin, 


STATEMENT OF GEN. JOHN M. FRANKLIN, UNITED STATES LINES 
CO. (RESUMED); ACCOMPANIED BY D. D. GEARY, OF KIRLIN, 
CAMPBELL & KEATING, COUNSEL 


General FRANKLIN. I do not know exactly where to start, Mr. Chair- 
man, I have no prepared statement. Would you like me to just 
comment on the testimony or comment on the bill ? 

The Cuairman. On what has been said and the changes in the 


bill. 
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Do the new proposals drastically change the situation that you pre- 
sented to the committee? Ifso, just how do they do so? 

General Franxuin. Well, sir, the first time that we saw the draft of 
this new bill was this morning, and we have been over it carefully 
since. 

The disturbing provision, as we read it, is in section 2: 

Provided, however, That such price shall be increased to reflect the full amount 
of any additional costs of construction, outfitting, and equipping (other than 
national defense features) arising out of any change in the bid specifications 
or out of additional items not included in the bid specifications. 

Now, as we have testified previously, the United States Lines can 
afford to pay, top, in our opinion, $47 million for a sister ship to the 
steamship United States, providing that the trade-in value of the 
America or the foreign sales value of the America were $10 million, 
and that we can borrow the 75 percent of the $47 million at 314 percent, 
or whatever price the Government is paying for long-term money. 

Now, we have presented all our figures. The figures have been 
gone over by the Comptroller General and his people. As far as we 
can figure out now from the report, there are very minor differences 
and we are perfectly prepared to accept those minor differences. 

The thing that disturbs us in the bill, on which the language is not 
aboslutely clear, is that it m: iy be construed that the additional items, 
and we just jotted them down here, might run up to $20 million and, if 
we got a 45 percent subsidy on that, ‘then the price of the ship will 
go up $8 million or $9 million over our $47 million, and make it abso- 
lutely impossible. 

Now, that bluntly and briefly is our comment on this bill. We 
listened carefully to what Mr. Fisher said, and I do not know, it’s a 
question of the interpretation of this bill. 

We have been discussing here the purchase of a steamship United 
States for $47 million. We have also been disc ussing here the total 
cost of which ship would be about $129 million. That includes the 
stabilizers, it includes hotel equipment, includes supervision during 
construction, et cetera, and it includes escalation. There is no use in 
discussing $109 million, which is the base price for the ship, because 
that is just the shell of the ship without equipment. 

The CHarrmMan. You have taken into consideration in your $47 
million any increase that might become necessary on the existing bid, 
have you? 

General FranKuIN. Well, sir, our position is that $47 million is 
the top price that the U nited States Lines can pay for the ship. 

The Cuatrman. All these provisions that have been gone over this 
morning were in your proposal, were they not? 

General Franxiin. We considered all of them when we said we 
could pay $47 million. 

The CuatrmMan. Did you consider them as in your proposal based 
on the $47 million? 

General Franxurn. I say “yes” to that. 

The Cuarrman,. Enlarge on this just a little. What is going to be 
the difference? 

General Franxrry. Well, sir, we are now attempting to comment 
on this bill. 

The CrartrMan. Yes, sir. 
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General Franxkuin. I do not see how we can proceed on the basis of 
this bill, as I understood what Mr. Fisher says, if the language means 
what I understood Mr. Fisher said it meant; namely, that in addition 
to $47 million, the United States Lines would be expected to pay for 
a great number of items on their share of a great number of items, say, 
fixing a subsidy at 45 percent, such as escalation, hotel equipment, et 
cetera, stabilizers, et cetera. 

The Cuarrman. That was taken into your bid, was it not? 

General FRanNKLIN. Well, our position is that $47 million is the top 
figure that we can pay. 

The Cuarrman. I mean when you got your bid and based the $47 
million figure on the bid, were not these outside factors considered at 
that time ¢ 

General FranKuLIN. Well, sir, we based our proposal of $47 million 
on a ship to be a sister ship to the steamship United States, for which 
we paid $35 million, and providing we could get $10 million for the 
America. 

Now, that is the way we got to our $47 million. 

Also, we examined it from this point of view: If we got the same 
percentage of national defense features in the case of the ship under 
discussion as we got in the case of the steamship United States, that 
sum would be about $40 million. If you took $40 million over the 
total price of the ship under discussion, $128 million, took the $40 
million off the $128 million, and then took a 45 percent subsidy, you 
would get very close to $47 million. 

The CuarrMan. Well, there is nothing doubtful about the bid that 
you have now, is there ? 

General Frankuin. No; there is nothing questionable about the 
New York Ship bid. 

The CHarrMan. You specified in the invitation for bid all these 
extras as contemplated additional cost; did you not? 

General FrankuiIN. Well, yes. 

The Cuatrman. Do you have any idea that the ship is going to cost 
any more than the bid price? 

General Franxuin. The price of the bid is $109 million. Now, the 
hotel equipment isestimated. We have no bid on the hotel equipment, 
but we have a pretty firm figure because of our experience with the 
steamship United States. 

Now, we know because of our experience with the steamship United 
States that this ship with a base bid of $109 million will cost, ready to 
go to sea with stabilizers, about $128 million. 

The Cuarrman. Well, the stabilizers are in the bid that you have 
existing ? 

General Frankuin. The stabilizers are in excess of the $109 million. 

The Cuarrman. They are in excess of the price on which you based 
your $47 million ? 

General Franxuin. No, sir; but they are in excess of the $109 million 
which is the base price that New York Ship put in for a sister ship to 
the steamship United States. They said that if we put in stabilizers, 
they would cost about $214 million more, $2,159,000. 

What we have been discussing with you gentlemen right from the 
inception is that we were prepared to purchase the ship for $47 million. 
The ship we were discussing was the ship that we knew was going to 
cost approximately $128 million. 
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Now, we cannot go along on a bill that leaves the situation open so 
that we may be charged for hotel equipment, escalation, stabilizers, 
et cetera, because our top price is $47 million. 

Now, in my opinion, this bill can be changed. Mr. Drewry and 
Mr. Geary can change this bil] with just a few words, and it will be 
acceptable to us. 

The CrarrMan. What are the few words? 

General Franxutn. I would rather let Mr. Geary discuss that with 
Mr. Drewry. 

Providing, however, That such price shall be increased to reflect the full amount 
of any additional cost of construction, outfitting, equipment— 

If we say the price shall include those items, it is all right. 

Mv. Drewry. General, the basic purpose of this proviso, as I under- 
stood it in the discussions had with the General Accounting Office 
yeople, lies in the word “additional” as set forth in the next to last 
line from the bottom of the page. That being as you mentioned, you 
have estimated hotel equipment at $2 million, was it, or $214 million, 
and quite conceivably, without some such proviso you might recom- 
mend, and the recommendations be adopted, that would call for $5 
million or $10 million worth of hotel equipment, or gold plates instead 
of china or other changes which you might want. just because you 
yourself wanted them, “which would be beyond the control of the 
Congress at least. And the thought involved here, as I understand 
it, was that you would get the ship fully outfitted and equipped, and 
certainly it was my understanding that your $47 million ineluded 
the bid and stabilizers and hotel equipment. 

General Franxurn. That is right. 

Mr. Drewry. And that this proviso would be to protect the Gov- 
ernment against any changes which might be made which were just 
out of whim. 

Mr. Franxurn. If that is what the bill means, Mr. Drewry, we 
will go for it. 

[I make this suggestion, if you want, to write in “same general 
standards as ste: imship United States so far as hotel equipment.” 

Mr. ZeLENKO. Will counsel yield for a moment, please / 

Mr. Drewry. I yield. 

Mr. ZELENKO. 1 want to see whether I understand the problem. I 
disagree with the interpretation of the wording here. I think this 
wording goes further than hotel equipment because it says that the 
price shall be increased to reflect the full additional cost of construc- 
tion, outfitting, and equipment. 

Now, construction surely does not mean plates. It does not mean 
linens. 

Mr. Drewry. That is quite correct. 

Mr. ZetenKo. I see the fears of the proponents of the company 
here. They say, “Well, that may mean actual construction features 
in the ship.” 

Now, what I want to know is this: The company has submitted 
an offer of $47 million. You cannot go a penny above that? 

General Franxurn. That is right. 

Mr. ZeLtENKO. According to what I read in the bill here, I want to 
place the question : It is that you are afraid under the clauses written 
now, and I think it is clearly written, that it can go to hotel equip- 
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ment, which might be outfitting, but the words “equipping” and “con- 
struction” might mean anything on the ship far above that. That 
might go to $10 million or $15 million. That is where we are. 

These folks cannot pay more than $47 million, but they do not want 
to be burdened with the proviso. They might be obligated under this 
bill to pay $87 million or $100 million, which they say they cannot do. 
Their price is $47 million. 

I think that is the problem right now. 

General FraNKuin. That is very well put. 

Mr. Zetenxo. I think the way it reads now, it is not limited to hotel 
equipment. 

Mr. Drewry. I cannot agree with you more. I was using that as 
an example. However, there could be changes in construction or out- 
fitting or equipping that they themselves could ask for above and 
beyond. 

Mr. Zetenxo. Regardless of that, I think it was very fair on the 
company’s part at least to let us know this now. 

I do not say that we will go along with the bill as it is. That is the 
reason I asked the Comptroller General whether these folks said they 
could live with any adjustments up to now, but this thing I think is 
very significant and direct language. This obligates the company or 
anybody under this bill to pay over $47 million, regardless of what it 
is, if it has anything to do with construction or equipping. They say 
they cannot do it. 

The Cratman. They have substantiated that all they can pay is 
$47 million. 

Mr. ZELENKO. The objection is to these words, “construction, outfit- 
ting, and equipping,” which can mean any amount of money at all. 
That is where it stands now. 

General Franxutn. Mr. Zelenko, I think you put the thing much 
better than I could. I was disturbed at Mr. Fisher’s interpretation of 
this bill this morning. I quite agree with you. I gathered from him 
that we might be expected to pay $10 million more for this ship under 
this language. ; 

Mr. ZeLtenKO. The word “construction” to me can mean anything. 

The Cuarrman. That is the prime difference and objection that you 
have. Are there any other features? 

General Franxurn. No, sir. 

Let me answer it this way, if I may, sir: We note, of course, the 
75 percent recapture. We will go along with that. 

The Cuamman. You will be happy with that. 

Mr. Torterson. There are two points in your bill that IT am not 
sure that I understand your acceptance of by your statement. One 
Was on page 2 of the new proposed bill by the GAO, the second page, 
the first new sentence: 

Terms and conditions of payment of the purchase price, including but not 
limited to the payment of interest during construction of the new vessel. * * * 

Now, as I understood it from the GAO, interest paid during con- 
struction might reduce your return by from 1 percent to 114 percent. 

General Frankurn. Mr. Tollefson, that is exactly right. Of course, 
we listened to that with great. interest, and we realize that that might 
well reduce our return. It is bound to reduce our return, but we do 
not want to be captious and that is a provision of the Merchant Marine 
Act and we will go along with it. 
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Mr. Toiierson. All right. 

Then, in section 3, there is a provision for allowance of credit for 

trade-in of the steamship America reduced by any use charges. Have 
atta that into consideration ? 

The Crarrman. You contemplated that in your major testimony ? 

General Franxkuin. Yes, sir. 

Mr. Tottrrson. I wanted to have that clear in my own mind. 

The CHarrMan. I remember that you agreed to that in your major 
testimony. 

General Franxurn. I think that is a good point which Mr. Tollef- 
son is making. You must reme smber th: at we have said right along 
in our testimony that we were counting on getting $10 million for the 

America. As I remember the testimony ‘of the Federal Maritime 
Board, they talked between $8 million and $9 million. That is three 
different figures. Every thing we have said has been based on getting 
$10 million for the America. 

Mr. Totzierson. That is why I raised this question as to whether 
not this language would be acceptable to you. 

Mr. Roseson. Will the gentleman yield to me? 

Mr. Totierson. Yes. 

Mr. Roreson. I understood the witnesses from General Accounting 
to say flatly that you would pay $47 million plus. 

General Frankirn. Mr. Robeson, I think that is right. I do not 
say that they said that we would pay $47 million plus, but their testi- 
mony made it very clear that we were expected to pay $47 million 
plus. 

The Cuatrman. That is with this first language we discussed. 

Mr. Rosrson. That is what I understood them to say. 

General FranKirn. That is what I objected to inthe testimony. 

The Cuarmman. That was in the language. You brought out that 
the plus would be present. 

Mr. ZeLenKo. I wanted to pursue one thing, Mr. Chairman. 

The Cratrman. Yes. 

Mr. Zevenko. I would : assume that whatever you folks would be 
obligated to pay, or whatever you folks would contract for, you would 
not want your company to spend more money than necessary in any 
kind of an enterprise so that, coming back to this language, I just want 
to get another viewpoint on it. You yourselves would not change the 
construction, so let’s say under this bill that to such extent th: at you 
would have to pay $47 million. Your idea is to keep it $47 million, or 
under if possible ¢ 

General Franxuin. That is right. 

Mr. ZeLEnKo. Is your fear here that let’s say a Government agen- 
cy or the Maritime Administration or someone else might come in 
and say, “You have to construct in another way and therefore it is 
going to cost you more.” 

Do you see what I am driving at ? 

General Franxuin. Absolutely. Of course, you are perfectly right. 
We cannot leave ourselves open for that. I do not think they would 
do it, but that is one thing. 

Mr. hyp oomet Is it your fear that somebody might come to you 
and say, “Outside of these defense features, you have to construct. or 
outfit in a certain way, and it is going to cost $6 million or $8 
million” ? 
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You yourselves would not do it, but in your $47 million, regardless 
of this cost, do you figure when you estimate the ship at $128 “million 
that it might cost more than $128 million even if you were trying to 
save ¢ 

General Frankirn. It might ; yes, sir. 

Mr. ZeLtenko. I understand. 

Thank you very much. 

Mr. Petty. Mr. Chairman. 

The Cuatrman. Mr. Pelly. 

Mr. Petty. Have you considered the possibility, General Franklin, 
that you might, after this new ship began to operate, get a bill from the 
Government for operating it over the normal commercial speed ? 

You are not being assessed that now on the United States? 

General Franxun. Of course, it is perfectly clear that the Gov- 
ernment could not assess us for use of speed over 2814 knots unless we 
had an agreement with them that would allow them to assess us. Per- 
sonally, I think it would be a mistake. I am openminded. 

One thing goes through my head: The passengers would all be say- 
ing, “They are holding ‘this ship and not letting her go because they 
have to pay more money if they run her faster.” I think that would 
be bad. 

Mr. ZetenKo. | thought the thing ought to be spelled out in the 
record, because it came up once before. 

General Franxiin. There was one thing that I think was asked 
by one of you gentlemen. I think it is well to get this cleared up. 

You asked this question of the General Accounting Office, gentle- 
men, as to what a reduction of 15 percent in revenue of passengers 

carried would be. Now in 1957, the total revenue of the United States 
was $20,260,000. If you ran 10 percent less passengers, you would 
lose about $2 million. All you would save in operating expenses 
would be the food those passengers ate, and you would have some 
small reduction in your stewards department. 

You could not decrease your deck and engine crew at all. You 
would have some small deduction in the stewards department. I 
would not think it would amount to more than $200,000, so that right 
there a 10 percent reduction would wipe out all the profit, absolutely 
all. 

That is another reason why we cannot possibly pay more than $47 
million for the ship. 

Mr. Zetenko. Mr. Chairman, if I may, it seems to me right at this 
point that we are in a very serious position because it seems like an 
impasse 1n a Way. 

The company cannot pay more than $47 million. The General Ac- 
counting Office or the Comptroller is afraid that the Government may 
be paying more than the difference between $47 million and $128 mil- 
lion. 

Might I suggest that when you have conferences on this that per- 
haps you might arrive at some position where you would say your 
$47 million is based on $128, and perhaps, if there were anything addi- 
tional, something can come out in a way where you people would not 
be obligated for more than a fraction of it. 

This $47 million is based on $128 million. The big fear is the dif- 
ference over the $128 million. I think that is the area that you have 
to discuss, or otherwise we are no place right now. 
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The CuatrMan. I think we have made some progress. 

Mr. Geary. I would say too, Mr. Drewry, to follow out what he said 
on the top of page 2, what General Franklin I think is worried 
about is that, although it says “additional items,” it speaks of items 
not included in the bid specifications. 

Now the bid specifications, the only ones we know anything about 
at the moment, are the bare ship, and in that $128 million, added on to 
it $109 million is $314 million for the hotel equipment. That is kitchen 
utensils, furniture, and that kind of thing. 

If you take it merely on the basis that these items are in no specifi- 
cations at the present time, and are only estimated on the basis of the 
United States, if we are to have the cost of items not in the bid speci- 
fications added, you immediately raise your $47 million to $50% 
million, or at least put a pro rata on it. 

The next thing I might add is that your changes that you are charg- 
ing with us are anybody’s changes, and not confined to changes that 
we initiate. 

I saw the contract that went out to New York Ship. I have not 
had an opportunity to verify it this morning, but I think we are not 
able under that contract to make any changes in the ship without 
Maritime Administration’s approval. 

Under the act, primarily they are the contractor for the ship and 
they sell it to us, so that we would have to go to them and convince 
them that there was some special reason. Equipping it like the United 
States and building it like the United States, I think likely the changes 
would be quite small. 

Mr. Drewry. If you went to them to demonstrate that there was a 
special reason for a change, would you feel that you should not have 
any part of the cost of those changes which you yourself initiated ? 

Mr. Geary. I think if we initiate the change, subject to the Comp- 
troller General's and Maritime’s approval, I think we ought to take our 
share. I assume Maritime would not approve unless they thought it 
would make a better ship. 

Mr. Matiurarp. Mr. Chairman. 

Is it your opinion that this proposed bill with the changes that were 
suggested would right now require you to pay $19 million over the 
$47 million ? 

Mr. Geary. I did not follow you. 

Mr. Marti1arp. The way this bill is written now, that your price 
shall be increased for the full amount of anything not included in the 
bid specifications, right now you have the difference between $109 
million and $128 million. Every dollar is on your back the way this 
provision reads. 

Mr. Geary. We did not think that until we heard the Comptroller 
General, but we were shocked at the situation of this proviso. 

Mr. Matu1arp. I do not think that was intended, but as I read the 
language, I think that is what it does. 

General Frankuin. That is exactly right, but the thing that dis- 
turbs me is that I gathered that that was “Mr. Fisher’s interpret: ition, 
which was very serious. 

The Cuarrman. I asked Mr. Fisher whether that would be pro- 
rated on the basis of foreign and domestic cost, and he said “Yes.” 

General Franky. I think what he meant then, not quite as bad 
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as what Mr. Mailliard had in mind, was where we would be expected 
to buy the whole thing, was that we would pay 42 percent, 45 per- 
cent, 47 percent, whatever was the construction differential subsidy, 
which would make the thing impossible. 

Mr. Mattrrarp. But if this were to be changed in some way so that 
the intent was to have you pay your proportionate share of items that 
are in addition to those we have been discussing, which add up to the 
$128 million, that would be acceptable to you, would it not ? 

General Franxutn. Now, I will think of that a minute. Let’s not 
go too fast. 

What I say in answer to that is that we have been talking about 
$128 million with the stabilizers in here, and all outfitted, and with 
inspection costs and escalation. The whole bag of tricks comes to $128 
million, and then you get a ship that is a real sister ship to the United 
States with the same standard equipment, et cetera. That is the ship 
that we are all talking about. 

I cannot think of anything over and above that. 

Now, if somebody came along, if the Navy came along or the Fed- 
eral Maritime Board, who are ‘alwi ays very reasonable, and I do not 
think they would do it, and said, “We w ant you to put something else 
on the ship and we w ant you to pay for it,” that would be unreason- 
able, and I do not think it is possible. 

Mr. Marixirarp, Of course, if the Navy did it, that would be a de- 
fense feature and the Government would pay for a under existing 
law; but I was thinking if at some time during the 3 years something 
would come along that you and the Maritime Adeniniataskion would 
think desirable to put into the ship, I assume that without consent of 
both of you this item would not be put in, but I think the GAO is 
going to object very strenuously to an unlimited liability for the 
Government. 

General Frankuin. I agree with that. I see what you mean, and 
I think it is right. In other words, if Mr. Morse and I sat down 
and said it would be a good thing to increase the restaurant capacity, 

taking that as an example, and it is going to cost so much, and we 

both agreed it was a good thing, then I w ould say the United States 
Lines ought to take its share of that. It ought to be worked out on a 
construction differential subsidy basis. 

Mr. Marurarp. Because clearly we cannot report out a bill in which 
either your liability or the Government’s liability is not limited in 
some way. 

General Franxurn. That is right. That is all right. I will agree 
to that. 

The CHAtRMAN. We will hear next Mr. Morse. 


STATEMENT OF CLARENCE G. MORSE, MARITIME 
ADMINISTRATOR—Resumed 


Mr. Morse. Mr. Bonner, I wonder if it would be feasible to defer 
my comments until tomorrow morning. There have been a lot of gen- 
eral discussions here. The record is a little bit unclear. There are a 
number of items we would like to comment on, and whether I could do 
it extemporaneously, I do not know. 








Pre 


ata 


ST/ 


30D py idk mt bh 


not 


Wi 
Wwo 
spt 


wil 


fe: 


me 
of 
we 
tie 


co 


TF SN YS — OF 


wa Gr sls 


SUPERLINER LEGISLATION 397 


The CuatrmMan. Then we will hear Mr. Poole of the American 
President Lines. 

I take it that the American President Lines has no controversy here 
at all, have you? 


STATEMENTS OF NOAH M. BRINSON, VICE PRESIDENT, AND 
ARTHUR B. POOLE, VICE PRESIDENT, AMERICAN PRESIDENT 
LINES—Resumed 


Mr. Brinson. No, sir. We have no controversy, Mr. Chairman. 

The CuarrmMan. I mean difference in opinion ¢ 

Mr. Brinson. We are very much impressed with the bill of the 
General Accounting Office. 

The CHamman. “They found you operated accurately. They did 
not find any figures much outof line. 

Mr. Brinson. We interpret it that we have a problem with speed. 
We interpret this bill to mean 45 percent of a 26-knot ship, which 
would be the commercial ship fully equipped, and that anything in 
speed above the 26 knots would be considered national defense feature. 

Our purpose is to build the fastest ship in the Pacific commensurate 
with the military needs and at the same time make it economically 
feasible to operate as a commercial ship. 

We cheats like to have it clear, if we can establish it, that a com- 
mercial ship in the Pacific is the 26-knot ship that we are speaking 
of here, 45 percent, and that we will have a considerable latitude in 
wor king with the Department of Defense and Maritime Administra- 
tion in Increasing that speed, but with the understanding that we can 
operate that ship at such speed as we later find necessary to meet the 
commercial requirements. 

The CuarrMan. Let us take your bill and see. 

Mr. Brinson. We take section 2: 

45 per centum of the domestic cost of construction of the commercial vessel. 


We think it might be well worth while to spell out the commercial 
vessel of 26 knots, if Mr. Morse agrees to that, and I think we are in 
agreement on that. 

Then we go to— 

Provided, however, That such price shall be increased to reflect the full amount 
of any additional cost of construction, outfitting, and equipping. 

We understand that it is intended that the 45 percent will be the 
fully equipped vessel. We are perfectly willing and think it nothing 
but right that we pay our pro rata share of the cost of any changes. 

Of course, escalation will not come into play at all as we see it. In 
other words, as we understand, it would be the domestic cost of a 
26-knot ship in the Pacific and with American President Lines to pay 
its pro rata share based on a construction differential subsidy of 
changes, and we interpret that to mean 45 percent. That is not ex: actly 
clear on that. 

In other words, the only costs that we would be incurring in addi- 
tion to the 45 percent of construction cost and equipping of the 26-knot 
ship would be the cost of the changes. We would be concerned for 
good reason that if we established the 26-knot ship and later operated 
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in excess of that, we would like to avoid having to work under what 
we call a speed clause whereby the Government would recover from 
us the cost of operating at that increased speed. 

In other words, we would not be in a position where you give it to 
us on the one hand and we pay for it on another. 

The Cuarrmman. That is worked out ordinarily with the Maritime 
Board. 

Mr. Brinson. Only under a speed clause, sir, which we would like 
to avoid because, as we interpret the General Accounting Office re- 
port, earnings as determined by them would not include that extra 
cost for the extra speed. 

The CHatrman. Let me ask you this, sir: 

Has the testimony not shown that the Maritime Administration 
has dealt fairly with the United States Lines in respect to that subject? 

Mr. Brinson. Well, on the United States Line, of course; yes, sir. 

The CxHarrMan. So that this bill sets out that you will be treated 
just as they are treated. 

Mr. Brinson. Yes, sir. 

The Cuatrman. That takes care of your problem in that respect, 
does it not? 

Mr. Brinson. I would think so, if it would so spell it out; yes, sir. 

The Cuarrman. I think that as the bill is written in your case, that 
you are well taken care of unless you can convince me otherwise. 

Mr. TotiEFson. With the exception of that one clause. 

The CuarrMan. Do you have a firm contract, a bid contract ? 

Mr. Brinson. No, we have not, Mr. Chairman. 

The Cuarrman. Then this clause does not affect you so much be- 
cause the things that go in the contract are worked out between you 
and the Maritime Administration previously, are they not? 

We can put the same thing in yours that they put in the United 
States Lines bid proposal. 

Go ahead, Mr. Mailliard. 

Mr. Marrarp. Mr. Chairman, I think the trouble arises in that this 
language is not too clear as to what it intends. 

For example, certain items such as hotel items will not be included in 
a bid so that it has to be made a little clearer that if you are working on 
a 45-percent basis, this applies across the board. That is a little uncer- 
tain in this language as I read it. 

Do you agree? The intent is a little vague. 

Mr. Brinson. You are speaking of section 2? 

Mr. Mariutarp. I am speaking of that proviso that— 

Such price shall be increased to reflect the full amount of any additional costs 
of construction, outfitting, and equipping— 
as to whether you have to pay that beyond the shipyard contract costs, 
and there are normally such additional costs. 

The Cuarrman. Let us say that they asked for the same treatment 
that we give the United States Lines, and we are in this controversy 
with the United States Lines, and whatever we work out for the United 
States Lines, of course would be accorded to this firm, so that that 
would take care of it. 

Mr. Brinson. Yes, sir; definitely, Mr. Chairman. 

The Cuatrman. That is all you have to worry about. 
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Mr. Pootr. Mr. Chairman, may I comment on several points in- 
volved in our discussions ? 

The CHarrman. Yes, sir. 

Mr. Poors. I will be brief and that can be followed by questions. 

The first is the interest on construction costs. I think that has al- 
ready been agreed to, as I understand it. I think it is not unreasonable 
and I would say that American President Lines will accept the same 
arrangement. 

A comment that was made by the Comptroller General I think on 
further digging in would be found not quite right. He said that there 
was a substantially lower occupancy estimate in our case. 

I think that, if you would get into the questions of the total number 
of berths and the salable berths and come down to the percentage that 
way, that ours would still be a little lower for reasons applicable to 
the Pacific Ocean, but that the difference would be less than he indi- 
cated. 

In other words, I think that we are not far, not very far from United 
States Lines for comparability when you come to salable berths, and 
that is what you have to talk about if you have a lot of upper berths 
that are only salable in certain instances. 

Then, to go on with the Comptroller General’s computations, it has 
been brought out already that his calculations did not include inter- 
est on cost of construction although the interest costs in his statement 
is part of the cost of the ship, and is therefore capitalized in the usual 
manner in accounting. 

If you would take the $1,168,000, which I estimate as the interest 
that would be payable on the price that he uses, that is 45 percent, and 
if you add a smaller amount of $200,000—that is, the 45 percent pro- 
duces $200,000 more than $34 million—and if you allow for both of 
them, you will arrive at a return in our case of 6.86 percent instead of 
8.01 percent. 

I thought that might be worth looking at. 

The CuHairman. Well, the American President Lines agreed to 
that. 

Mr. Pootze. Agreed to what, the 8.01 ? 

The Cuarrman. They agreed to the interest during construction ? 

Mr. Poorr. Yes. I am ‘only saying that the rate ‘of return as a 
fact is 6.86 percent when you allow for that instead of the 8.01 which 
the ¢ ‘omptroller General was outspoken enough to say has been re- 
duced. The rate is 6.86, using the same assumptions. 

There is one difference that is a little hard to meet if it is intended 
that the treatment of the two companies would be substantially the 
same thing. There is one difference that has to be attended to in some 
manner, and ry ups there is more than one way of taking care of it. 

If a price of $47 million is arrived at for one ship by taking 45 
percent of the estimated cost of the commercial version of 30.7 knots 
and the same percent then be spelled out as 45 percent in our case, 
in one case the escalation has been estimated and allowed for and, in 
the other case, the escalation has been allowed for also, but that leaves 
us witha gamble on the future. 

I do not know what amount of escalation Mr. Hoffman has put into 
his $76 million estimate of our ship but, if that is to be closed off for 
one, it ought to be closed off for the other. 
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In other words, our cost should not be added to by escalation above 
the amount now estimated. Have I made that clear, Mr. Chairman? 

We are, in that bill, left with a gamble on escalation. 

Mr. Totirrson. May I ask a question. 

The Cuarrman. Mr. Tollefson. 

Mr. Totterson. Do I understand you to say that because of the 45 
percent figure the escalation problem is left open, whereas the fixed- 
price takes care of it in the other case ? 

Mr. Poorer. Yes. 

I am sure that in both estimates, both of them were made by the 
Maritime Administration, the $105 million and the $176 million, I 
am sure they allowed a sensible amount for escalation because increase 
in costs has been a very steady thing, and I presume that they are on a 
very comparable basis. 

The difference is just what you say. In one case it is closed off and 
in our case it would be left open. 

The CuatrMan. You came in with the proposal of escalation ? 

Mr. Pootz. Yes; we have allowed for it. 

The CuarrmMan. So that you are in the same situation ? 

Mr. Pootr. No, sir; not if a fixed price is arrived at in one case 
and a percentage in the other. 

As Mr, Tollefson points out, that closes off escalation in one case 
and leaves it open in the other. 

The CHarrman. As I understood the General Accounting Office, 
they said that, based on your testimony, they arrived at 45 percent for 
you. 

Mr. Pootz. Well, they arrived at it, as I understand it, by saying 
that $47 million is 45 percent. 

The CuarrmMan. We brought the General Accounting Office in, not 
because we doubted the testimony of you gentlemen at all, but to con- 
firm the accuracy of it, so that we could present it to the House. They 
arrived at that 45 percent on your testimony. 

Mr. Pooie. My understanding of it is that $47 million is 45 percent 
of $105 million and, if 45 percent is good for one, it is good for the 
other, and that is how they arrived at 45 percent for us. Isn’t that 
what he testified to this morning ? 

Mr. ToutieFson. That is roughly, as I understood it. Further on 
that point if I may, Mr. Chairman. 

The Cuamman. Yes. 

Mr. Totierson. What was the estimated cost of the Pacific liner? 

Mr. Pooie. $76 million. 

Mr. Totierson. And the estimated cost of the United States was 
$109 million or $105 million? I have heard both figures used. 

Mr. Pootn. The estimated cost of 30-knot ship as presented several 
times in this hearing is $105 million. 

Mr. Totterson. Whichever figure you see, either $105 million or 
$109 million, the United States would cost the United States Lines $47 
million. Yours would be 45 percent of the $76 million. 

Now, then, if the cost escalated so that your $76 million figure went 
up to, let us say, $86 million, then your 45 percent figure increases: 
does it not? 

Mr. Pootr. It would increase by $414 million. 

I beg your pardon. I should say that there is escalation already 

allowed for in there, but not that much escalation. 
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Mr. Totterson. I appreciate that. I am using this just for purposes 
of illustration. 

Suppose the United States $105 million figure went up to $115 mil- 
lion, which I appreciate is out of line. United States Lines do not pay 
any more than $47 million, do they, but you would be paying more. 

Mr. Pootr. The way the bills are now written, I think some pro- 
vision has to be made for that. 

Mr. Totuerson. In other words, that is one point with which you 
‘e concerned ¢ 

Mr. Poot. Yes, sir. 

Mr. Rivers. Could I ask a question ? 

The CrarrMan. Yes. 

Mr. Rivers. In other words, make whatever percentage required of 
one apply equally to the other; is that your point ? 

Mr. Poors. Just simply that so far as escalation is concerned, that 
also ought to be one of the items of equal treatment. That is the whole 
point. 

Mr. Rivers. That is the total figure; is it not ? 

Mr. Miiuier. No, because you cannot anticipate that at any time. 

The CHarrman. What we are after are your observations. That is 
all Mr. Poole. 

Mr. Poorer. I just wanted to make the point that escalation is dif- 
ferent as it now stands. 

Mr. Auten. Mr. Poole, we go happily along expecting everything 
to go up. Suppose one of these things happens and the prices go 
down a little bit. Would you then be content to have no reduction 
downward for escalation from the 45 percent of the ultimate price? 

Mr. Poorer. I am not going to argue against that. All I was sug- 
gesting is that there should be comparability and whatever you feel 
is right on escalation is satisfactory. 

Mr. Auten. Under the present terms of the bills, if the escalation 
were downward under General Franklin’s proposals, he still would 
pay $47 million and get no credit for a cheaper price / 

Mr. Poorer. That is right. 

Mr. ALuen. In either case, there may be need for some change? 

Mr. Poorer. Yes, it could go either way. 

The CuHarrman. It would be up or down. You would be protected 
up and down. 

Mr. Martutarp. Mr. Chairman. 

What this amounts to is that we ought to either have fixed price in 
both cases or percentage in both cases ? 

Mr. Poorer. I do not see anything wrong with fixing $34 million 
as the price because in both cases it is an estimated cost. The 5105 
million is a bid, but I am not sure that it is what you would call a 
business bid. 

Mr. Mariitarp. But in order to get comparable treatment, then, if 
you have a fixed price bill in both cases, if there should be downward 
escalation, the Government gets the benefit. If there is upward esca- 
lation the Government pays it, whereas, if we took percentages in both 
instances, the company would be gambling that they would get the 
benetit or the cost proportionately. 

Mr. Pootn. That is right. 

Whatever the committee thinks is the right way to treat that, 1 
am pretty sure would be acceptable to us. 
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Mr. Drewry. Mr. Poole, referring to your answer to Mr. Mailliard’s 
question, what do you mean by saying that the bid is not a business 
bid? 

Mr. Pootx. The $105 million bid, in my understanding, is an esti- 
mate which has been carefully prepared by a shipyard. It is not a firm 
proposal to build the ship for $105 — 

Mr. Drewry. Is there any way they can get out of it? 

They testified here that they were Sonate on to it desperately. 

Mr. Pootr. The $105 million bid for a 30.7-knot sh ip ¢ 

Mr. Drewry. The bid that they put in. 

Mr. Poorer. Yes, but you are talking about a ship that is not a 30.7- 
knot ship. You are talking about a different ship, Mr. Drewry. 

Mr. Drewry. I did not think I was. 

Mr. Poor. The $105 million bid is for a sister ship to the United 
States. The $105 million is for a 30.7 knot commercial ship. If there 
is any obligation on the people who put up that figure to build the 
ship, I do not know it, but Mr. Morse is here and I am sure he could 
tell you. 

Mr. Drewry. I asked a question earlier of Mr. Campbell in regard 
to interest rates for private money. Your figures have been ex: amined 
on the basis of 514 percent for money under ‘private financing. There 
has recently been talk of a reduction in the interest rates, and what is 
your comment, or have you gone into the question at all to see whether 
there is any lower rate that would be available at this time? 

Mr. Poote. I do not think that money has actually been borrowed 
at less than 5 percent. I think there is a fair prospect that as time 
goes on new markets will be opened up, and that it will be possible, 
my guess is, perhaps to borrow at 414 percent. 

"The cause of the half percent difference in estimate between the 

2 lines probably arises from 2 factors which simply exist and are 
there. The first is that the United States is an obvious success, in 
which a sister ship represents a little easier and more definite propo- 
sition on which to loan money. 

The second thing is that American President Lines has gone rela- 
tively far in its replacement program, and has relatively piled up 
more and more debt than United States Lines Co. has, and those 2 
differences, I think, perhaps explain the difference in judgment be- 
tween the 2 companies of a half percent in what they would have to 
pay to borrow. 

Mr. Drewry. You did not see any prospect of interest rates drop- 
ping to anything at all commensurate with 314 percent? 

Mr. Poote. I do not think they are going to get down to 314 per- 
cent or near it. 

Mr. Drewry. That is all, Mr. Chairman. 

Mr. Gross. Mr. Chairman, I have one question. 

I want to go back to this speed business for just a minute. 

Do I understand that you want a ship 26 knots minimum, but you 
do not want to pay for using anything above 26 knots? 

Mr. Brinson. That is right.. 

Mr. Gross. Why not if you can use it 

Mr. Brinson. Well, we are going on the principle that endeavor is 
being made to put the 2 companies on the same level, 1 in the Pa- 
cific and 1 in the Atlantic. In the United States bison case, as 
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L understand it, the commercial ship is 2814 knots, but still they can 
operate up to 30.7. 

We established the commercial ships as 26 knots and then later on, 
if we need to operate for various reasons at faster speed, then we 
would not want to be put in the relatively different position of having 
to pay for the speed. 

In other words, we would like to have complete latitude in operat- 
ing the ship, building the speed in for defense purposes above the 
commercial speed, and then operating at such speed as we determine 
econonically feasible later on. 

Mr. Gross. The United States Lines today pays for use of speed on 
the United States above a certain maximum; does it not / 

Mr. Brinson. I understand not. 

Mr. Morss. May I comment, Mr. Bonner / 

The CHatmman. Yes. 

Mr. Morse. My version of this speed question is this: 1 interpret 
that the action of the committee in fixing a price of $47 million is to 
say, “This vessel has a commercial speed of 30.7 knots, and we are 
going to put a $47 million price tag on it. 

As far as American President Lines is concerned, they are saying 
that their commercial speed is 26 knots. If, for example, they should 
build a duplicate of the United States and use the vessel at 30.7 knots 
commercially, they should pay for it. 

Mr. Poote. Mr. Chairman, may I add one more thing to that? 

It costs a good deal more money to run a 39-knot ship at 30.7 knots. 
It costs a little more money to run a 31- or 32-knot ship at 26 knots. 
1 think there are two sides to the question. 

I pose this as an if: If there is to be a speed clause and we have to 
pay for more speed, then I think that there should be some basis on 
which the United States will pay for the extra cost of operation if 
the ship is operated at 30.7 or 26 knots. In other words, it should not 
be a one-way street. 

Mr. Gross. By the United States, do you mean the Government or 
the United States Lines? 

Mr. Pootx. By United States, I meant the United States Govern- 
ment. There are two sides to it, if we are going to pay for something 
extra, but if the Government wants something extra that we do not 
use, then those costs ought to be for the account of the Government. 

Mr. Gross. May I suggest, Mr. Bonner, that part of that benefit is 
picked up when the Government pays 55 percent of the cost. 

Mr. Poore. Mr. Chairman, I had one more item to comment on. I 
will offer this just as a comment and no more than that. It has been 
proposed that there be a 75 percent recapture applied to a ship where 
there is an extra contribution by the United States Government. 

Now, I think that there is some merit to that thought and that merit 
is obvious. I also think there is another side to it. That has been 
brought out by inference so far. 

I think it applies to income taxes. I think it applies to almost any- 
thing where a recapture or a taxation is above 50 percent. When you 
get up to 75 percent, you are very strongly influencing what otherwise 
would be business decisions on what to do. You force an owner. No 
matter how he tries to be fair and reasonable about things, you force 
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him to try to favor some other ship or do it some other way or allocate 
expenses. 

I think you are getting up to a point that is possibly wrong in 
spirit. If you want something extra, maybe you might make it 10 
percent. When you get it up to 75 percent, I think there is genuine 
doubt. It is just like a man who pays 75 percent income tax. He de- 
cides to have municipal bonds and go in for capital gains. You have 
forced him to do something else. 

I think there is genuine question as to whether it is wise from your 
point of view to ask 75 percent. 

There is one other comment which occurs to me, and I think it is 
of some importance. That is with respect to determining what is 
the profit on a given ship. 

Now, up to a point, it is not difficult. The direct costs are easy. 
Certain parts of the overhead cost and so on are allocated according 
to formulas which have been established by the Maritime Administra- 
tion, and perhaps they are of course a little bit arbitrary, but in gen- 
eral they are reasonable and sound formulas. 

It is when you get into such things as income taxes where there is 
likely to be real trouble, and by that I mean that right now, for ex- 
ample, if we make a million dollars on our subsidized operations and 
lose a million dollars on our nonsubsidized operations, you cannot 
split. In other words, there is no tax and no tax is allowed as a charge 
in computing recaptur e. 

If you go the other way, if you make a milion dollars in your non- 
subsidized operation and lose a milion dollars on the other, it works 
the other way. 

In other words, we have got into some real troubles in trying to 
make allocations of income tax, and there are some very difficult prob- 
lems when you get beyond the ordinary allocations and the direct 
expenses, and I think they ought to have a good look and possibly 
questions put to the Maritime Administration as to how you would 
work out those things before you determine that there is to be a real 
separation and a se arate recapture. 

The recapture also appears to be in this bill on an annual basis. 
Five years was not considered adequate by the Maritime Commission 
way back in 1939. They came into this committee and secured the 
committee’s approval, and the approval of the whole Congress, of 
moving it to 10 years so as to catch the ups and downs. I think that 
recapture on any basis one a 1-year basis is very bad in an industry 
that has ups and downs like ours. 

The Cuarrman. Thank you very much, Mr. Poole and Mr. Brinson. 

Mr. Morse, would you be prepared tomorrow based on this testi- 
mony ¢ 

Mr. Morse. Yes, sir. 

The CuHarrMan. The committee will adjourn until 10 o’clock 
tomorrow. 

(Thereupon, at 12:40 p. m., the committee recessed, to reconvene at 
10 a. m., Thursday, March 13, 1958.) 
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THURSDAY, MARCH 13, 1958 


House or REPRESENTATIVES, 
COMMITTEE ON MERCHANT MARINE AND FISHERIES, 


Washington, D. C. 


The committee met, pursuant to recess, at 10:05 a. m., in room 
219, Old House Office Building, Hon. Herbert C. Bonner (chairman) 
presiding. 

The CHairMAn. The committee will come to order. 

This morning we will continue the hearing on the two superliners, 
the Pacific and Atlantic liners. 

The witness will be Mr. Clarence Morse. 


STATEMENTS OF CLARENCE G. MORSE, MARITIME ADMINISTRA- 
TOR (RESUMED) ; WALTER C. FORD, DEPUTY MARITIME ADMIN- 
ISTRATOR; AND L. C. HOFFMAN, CHIEF, OFFICE OF SHIP CON- 
STRUCTION, MARITIME ADMINISTRATION 


Mr. Morse. Good morning, gentlemen. 

I have a prepared statement. I do not have copies with me at the 
moment. They will be here in a matter of 10 minutes. 

The Cuairman. Let me say at the beginning, Mr. Morse, that it is 
apparent from the testimony that the committee has had heretofore 
that these two ships are most desirable. It seems that the various 
departments of the Government, the national defense, and so forth, 
have clearly shown that they are needed. 

The question arose as to the ability of the two operators to pay 
more than what they had said they could pay. Therefore, we asked 
the General Accounting Office, which is an arm and agency of the 
Congress, to assist in ascertaining whether or not it may be possible 
that the companies could pay more. 

From the testimony yesterday, the General Accounting Office clearly 
substantiated the position of the operators, in my opinion. I think 
the record will probably bear that out. 

The question now is how we can arrive at a solution where we can 
build these ships. We are going to say to the Congress, “Here is the 
bill.” If we want to supply everything for the rest of the world and 
do not do anything for ourselves, then it is up to Congress to say that 
we will continue to follow that policy. We will be like the cobbler’s 
children. We will have worn-out shoes with holes in them and the 
rest of the world will have everything. 

We are depending on you to advise us as to just how we can present 
a bill to the Congress on which you will agree so that we can reach 
the desired result if the result is desired by Congress. 
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Mr. Morse. May I proceed with my statement ¢ 

The Cuarrman. You may discuss that if you care to, or you may 
proceed as you wish. 

Mr. Morse. Well, part of your comment, Mr. Bonner, deals with ad- 
ministration policy. I cannot control administration policy. I am 
sure you appreciate that. 

The Cuairman. I disagree with you on that statement. I think you 
are in a position where you can do a lot to influence the administration’s 
policy. That is my opinion of you, and that is my opinion of your 
position. 

Mr. Morsr. I appreciate your comment. As to that, 1 am personally 
in concurrence with the desires of this committee to get these ships 
built, and I will do everything that I can to achieve that result. 

You have asked for my comments on the suggestion of the Comp- 


troller General of the United States for amendments to the bills for 


the United States Lines and the American President Lines, H. R. 9342 
and H. R. 9432, presented in connection with his report to the 
committee. 

The views of the Department of Commerce were formally pre- 
sented by the Department reports on these bills, dated February 4, 
1958, and February 7, 1958, and by the testimony of the Under Secre- 
tary of C ommerce for Transportation, Mr. Louis 8. Rothschild, at 
the hearing February 7 and February 10, 1958, and I need add nothing 
to that statement. 

My comment on the bills is in the interest of legislation which will 
carry out the objective of the bills if approved by the committee, and 
which will be feasible of administration. 

To the United States Lines bill, there has been added to section 2 of 
the bill a proviso increasing the fixed price of $47 million by full 
amounts of any additional cost of construction, outfitting, and equip- 
ping other than national defense features arising out of any changes 
in the bid specifications. Presumably this refers to the outstanding 
bids referred to in section 1. 

First, it is clear from the hearings that the committee wishes that 
any additional charges to the buyer over the price be made on the 
basis of a proportionate share of the cost. 

Maritime understands that the $47 million price is intended to cover 
the cost of construction under the building contract and design agents’ 
fees, expenses of outfitting and equipping the ship for operation, 
owners’ equipment, st abilizers and escalation allowances, even though 
all these items are not included in the bid specifications. 

Additional charges to the buyer should, however, include a portion 
of the cost of changes, if any, in builder’s bid, which are hereafter 
approved by the Federal Maritime Board in the same ratio as the 
$47 million price is to the cost of the completed vessel less national 
defense features fixed at 45 percent for this purpose. 

In other words, what I am saying is that, if changes are made in 
the ship or if special owner-provided equipment is hereafter requested, 
then they should be paid for by the owner to the extent of 45 percent 
of the cost. 

The CuHatrman. If I remember right, I think the representative 
of the United States Lines was agreeable to that yesterday if they 
agreed to the design changes. 
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Mr. Morse. That is right. It would have to be an agreement 
between Maritime and the United States Lines. I think they are in 
agreement that they would be willing to share 45 percent. 

“The CHAIRMAN. Beyond that, everything so far is in the construc- 
tion specifications. 

Mr. Morse. For example, there are owners’ items which are not 
included in the bid specifications at the present time, but it is our 
understanding that the intent of this bill is that all such items will 
be included in the $47 million price except for changes hereafter made. 

The Cuatrman. Yes, and the United States Lines yesterday agreed 
that, if they requested changes and you and they agreed mutually 
that they were beneficial, then they would accept their proportionate 
part of that additional cost. 

Mr. Morsr. That is my understanding, and even if we were the 
ones who made the suggestion and they agreed to it, I would assume 
they would be willing to bear that share also. 

The CHairmMan. Yes. 

Mr. Morse. In respect to this item of $128 million about which 
we have been talking, that is a figure arrived at by Maritime, based 
on the bid of New York Ship. It includes escalation. 

I mention this so that there may be no later misunderstanding. 
Our figure of $128 million includes the commercial vessel, it includes 
the national defense features, escalation on both the national defense 
features and the commercial vessel, it includes changes and owner’s 
expenses and includes an item of administrative expense at Maritime 
of a half million dollars. 

In other words, we are talking about a ship ready to go. 

Our figure of $128 million did not include the stabilizers, but it 
is my understanding from the discussions here in the committee that 
the $47 million is intended to include a ship including stabilizers. I 
mention this so that there will be no confusion at a subsequent date. 

I want to make it clear that the ship which is being sold under this 
bill is for commercial use at the 30.7-knot average speed of the United 
States. This price is, of course, a special inducement by Congress to get 
the ship built. 

I believe that the buyer getting this ship should be charged for use 
in commercial operation of those features which are paid for by the 
United States as national defense features over and above the basic 
commercial vessel built for 30.7-knot operation. 

This would be in accord with our policy in other cases such as the 
charge for commercial use of excess power. This is commonly re- 
ferred to as a speed clause. 

When I am talking about a speed clause, so that there are no mis- 
understandings, we are talking about a clause in the contract which 
will be based on revolutions and will be so drafted that no charge will 
be made for use of power sufficient to turn up X number of revolutions 
which will permit 30.7-knot average speed all year round, but will 
have the effect of charging for use of excess power on a daily basis. 

For example, if in nor mal operation a vessel having 20 years life is at 
sea 250 days per year and if the cost of the excess power which is built 
into the ship is $20 million, then we would propose that for each day 
during which excess power is used, the owner would be charged 1/250 
of one twentieth of $20 million, multiplied by 45 percent: in other 
words, 1/250 of $9 million divided by 20 or $1,800. 
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We have used somewhat different speed clauses earlier when we 
sold Mariners a number of years ago. This we think is a more prac- 
tical speed clause approach than the clause we previously used. I 
mention this so that again there will be no misunderstanding as to 
what our views are. 

Mr. Gross. Mr. Chairman. 

Does the same formula apply to the APL ship ? 

Mr. Morse. Yes, I have not gotten to that, but I would propose an 
identical formula. 

Section 5 of the United States Lines bill is new, and provides for 
payments to the United States of excess profits from the operation of 
the new vessel; that is, net profits in excess of 10 percent per annum 
of the contractor’s capital necessarily employed. Seventy-five per- 
cent of such excess profit is to be paid to the United States. However, 
this payment should be computed cumulatively and in the same manner 
and for the same periods for recapture purposes under the 1936 act as 
for other vessels of the buyer. 

I think GAO had the same intent even though the language in their 
draft called for annual accountings. I don’t think that they intended 
that the recapture be computed on an annual basis, but on the same 
basis as is provided in the 1936 act. 

The CuarrmMan. What length of time would that be ? 

Mr. Morse. It is a 10-year recapture basis. I do not mean by that 
that if this ship comes tn, the recapture on this specific ship will be 
for the next 10 years. It will be included in the contract, and at 
the end of the 10-year recapture period of the contract it would be 
adjusted as far as the recapture is concerned. 

On the American President Lines bill, my understanding about sec- 
tion 2 of the APL bill is that the price for the sale of a 26-knot ship 
is at 45 percent of the domestic cost of construction, as determined by 
the Federal Maritime Board. This cost would normally, then, in- 
clude 45 percent of the cost of the construction of the — based on 
the lowest responsible bid approved by the Board, plus 45 percent of 
the cost of design agent’s fees, expenses of outfitting and equipping 
the ship for operation, owner equipment, and escal: ition allowances. 

An additional charge to the buyer should include 45 percent of the 
cost of changes in the building bid which are approved by the Federal 
Maritime Board. 

The CuarrMan. Not just approved by you, but agreed to between 
you and the contractor / 

Mr. Morse. That is our standard procedure. That is my intention 
when I make the statement. 

The CuarrmMan. I want it to be clear. 

Mr. Morse. We do not force on them ordinarily things that are not 
acceptable to them as a commercial ship. 

The CuarrMan. I want the record to be clear. 

Mr. Morse. A fixed price as mentioned is premature since we have 
no data on which to base a fixed price, as we have in the case of the 
United States Lines, where we have processed bids and have secured 
considered estimates as to the cost of the ship ready for operation. 

My comments on the United States Lines bill relating to charges for 
commercial use of special features such as speed and to excess- profit 
payments are applicable to the American President Lines bill. 
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If you wish, we have some suggested amendments for the United 
States Lines bill and for the American President Lines bill, which 
would have the effect of carrying out our ideas . 

If you will refer to H. R. 9342 as the General Accounting Office 
version, we can discuss that. 

Mr. Gross. That is the typed version, Mr. Morse. 

Mr. Morse. The typed version; yes, sir. 

[nsert in the fourth line from the bottom of page 1, immediately be- 
fore the comma, the words “including stabilizers, owner’s furnished 
items, design agent’s fees, and escalation”. 

The Cuarrman. That is after “provided, however”? 

Mr. Morse. No, after the word “equipped” 

The CuHarrmMan. We do not seem to have this typewritten copy of 
H. R. 9342 for all the members. 

Mr. Morse. The typed copy as it now reads is: 

Concurrently with entering into a contract with the shipbuilder for the con- 
struction of said vessel, the Board is authorized to enter into a contract for the 
sale of the vessel, fully outfitted and equipped. * * * 

We are proposing that after the word “equipped,” the following 
phrase be included : 

* * * including stabilizers, owner’s furnished items, design agent’s fees, and 
escalation. 

The CHatrMan. Read that over. I want to ask you a question. 
Read what you propose to put right after equipment. 

Mr. Morse. The phrase is: 

* * * including stabilizers, owner’s furnished items, design agent’s fees, and 
escalation. 

The CuatrmMan. There was something yesterday about the hotel 
equipment, and someone raised the question, would it be of a higher 
standard equipment than that on the United States as of today, raising 
the point that the operator might ask for excessive equipment. 

Mr. Morse. It is our understanding that it would be the same stand- 
ard as is now aboard the steamship United States. 

The CuarrMan. So that the language in the record would take care 
of that? 

Mr. Morse. It might be desirable to rephrase this slightly. 

I notice that in the draft prepared, I assume by United States Lines, 
dated March 12, 1958, they have a phrase whic h might be applicable 
and they are referring to subsequent changes: 


* * * any changes in the usual outfitting and equipment of the vessel. 


That is what we have in mind: That the hotel equipment would be 
the standard which is now in use on the steamship United States. If 
there is any enhanced standard requested by the United States Lines, 
they should bear a - tion of that enhanced cost. 

Mr. Petry. Mr. Chairman. 

Mr. Atrten. May Task a question ? 

The CuHarrman. Mr. Allen. 

Mr. Auten. Mr. Chairman. 

Would not all of those matters that are uncertain now be made com- 
pletely certain at the time that the two contracts are entered into for 
the construction of the ship, and also for its sale to the United States 
Lines? 
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Mr. Morsr. I would think so; yes, sir. 

Mr. AtLEN. So that there would be no uncertainty at the time the 
Government was spending the money ? 

Mr. Morse. Not at all. 

Mr. Zevenko. Mr. Chairman, may I ask a question / 

Mr. Morse, I am going to ask a question about this particular point. 

In your main st atement you stated in substance that the question of a 
fixed price was premature. 

Mr. Morse. That is for the APL ship. 

Mr. ZetenKo. For the APL ship, and you also said something about 
the fact that there were no data. Do you have it in your statement ? 

Mr. Morse. I was referring to the APL ship there, Mr. Zelenko. 
I stated in respect to the APL ship: : 

A fixed price as mentioned is premature since we have no data on which to 
base a fixed price as we have in the case of the United States Lines, where we 
have processed bids and have secured considered estimates as to the cost of the 
ship ready for operation. 

Mr. ZetenKo. I have just one more thing to clear up on the two 
amendments that you just mentioned. 

After the word “equipped,” where in your proposed amendment you 
state “including stabilizers,” et cetera, and you talk there of a fixed 
price of $47 million—now, just below that on the next line where you 
are changing the words “full amount” to “45 percent,” a question I 
would like answered for me is: Are not those two amendments incon 
sistent ? 

I am not cross-examining, but I want to explain, if possible. 

On the third line from the bottom, you use the expression “fixed 
price of $47 million,” and on the second line from the bottom you are 
changing the words “full amount” to “45 percent.” 

Are not those inconsistent ¢ 

The CuHarrmMan. You are talking about the American President 
Lines when you say 45 percent ? 

Mr. Morse. No, Mr. Bonner. 

Mr. ZetenkKo. Are you talking about the United States Lines ? 

Mr. Morse. We are talking about the United States Lines at this 
point. I think I can explain. 

Mr. ZetenKo. To me it appears inconsistent because 45 percent 
might be more than $47 million. Will you please explain that ? 

Mr. Morse. The proviso has reference to changes only, and as to 
these changes we are suggesting that the owner participate to the ex- 
tent of 45 percent of the cost. 

Mr. ZeteENKO. But you say “provided that such price,” and the 
words “such price” on the third line allude to $47 million. 

Mr. Morse. That is correct. 

Mr. ZetenKo. They follow after $47 million. 

Mr. Morse. That is right. 

Mr. ZeLenKo. Provided that such price, alludes to $47 million ? 

Mr. Morse. That is right. 

Mr. ZELENKO (reading) : 

Provided, that such price shall be increased to reflect 45 percent. 
Is that inconsistent ? 

Mr. Morsr. No, Mr. Zelenko. You have to read the whole phrase 

to find what we are talking about when we talk about the increase. 
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The 45 percent increase has reference only to changes in the present 
ship, subsequent changes. 

Mr. ZeLenko. I am not arguing with you, sir. I want to make this 
clear. It is not clear to me. It appears to me that this may change 
the $47 million price. 

I am not talking about the merits of the situation, just the language. 

Mr. Morse. I think you are wrong, Mr. Zelenko. 

Mr. ZeLENKO. It is not a question of whether I am right or wrong. 
I just do not understand it. It appears that way to me. I have been 
wrong before. 

Mr. Morse. We all have. 

What this section 2 says, as I understand it, is that the ship as now 
designed, fully equipped, ready to go, will be sold to the United States 
Lines for $47 million. 

Mr. ZeLenko. I want you to read at this point. 

Mr. Morse. Let me finish. 

Mr. ZELENKO. May I interrupt for a minute? 

The CHarrMan. Let the witness clear himself. 

Mr. ZELENKO. I am sorry. 

Mr. Morse. It will be sold for $47 million. Hereafter, if United 
States Lines comes in and says, “We-want this change made or some 
other change made,” the $47 million price will be increased by 45 per- 
cent of the cost of that change. 

Mr. ZetenKo. Yes; I agree with you there, but, you see, that is 
what I am talking about. It says: 

Provided, however, That such price shall be increased to reflect— 


The point is this: The United States Lines people say they cannot 
pay more than $47 million. 

The CHatrMaNn. But they said yesterday that any changes that they 
would agree on that they would pay their proportionate part in accord- 
ance with this $47 million figure, so that that clears that up. 

Mr. ZetenKOo. The only purpose of my question is to try to get the 
language clear if we are going to proceed, because I do say, and this is 
not contentious, that that language seems to me to be a bit awkward 
and may lend itself later on to a number of different interpretations. 

You talk about a fixed price, and then you say it may be increased 
a certain percentage whether by agreement or not, and the folks came 
along from the United States Lines yesterday and said, “We can’t pay 
more than $47 million.” 

According to the way I read this, it sounds awkward to me and may 
arouse contention later. I think we all agree that we are trying to 
get something that will be clear and subject to one interpretation. 

I give my opinion that it does not seem clear, but seems awkward. 
This does not go to the merits of the legislation but merely to the lan- 
guage. It was not a question of whether you were right or wrong. I 
cannot follow it. Itseems awkward. 

Mr. Morse. Mr. Franklin, as I understood him yesterday, said that 
they were agreeable to paying a pro rata cost of these changes which 
are referred to in the proviso clause here. 

Mr. Zetenko. Mr. Morse, [ want to reiterate my position. I am 
not arguing the merits or their possible agreements or disagreements, 
but just the wording, because I have taken the wording from your 








412 SUPERLINER LEGISLATION 


amendment. To me it seems to be a bit awkward. I am talking of 
the language situation now. 

Mr. Morse. If there is any difficulty in the phrasing I think that is 
a matter of draftsmanship which the committee counsel can correct. 

The Cuatrrman. How would you change it 

We speak of the $47 million. Then we say : 

Provided, however, That such price shall be increased to reflect 45 percent of 
the full amount of any additional cost of construction, outfitting, and 
equipping. 

Mr. Mitter. Other than the national defense features. 

The CuatrmMan. Other than national defense features. 

We know that that would be an agreement between Maritime and 
the United States Lines, and there would be features that the United 
States Lines asked for themselves, 

Mr. Zetenko. As say, I raise this to try to clear it because it did 
seem awkward to me. I shall not belabor the point. 

Mr. Petry. Mr. Chairman. 

Mr. Cuarrman. Mr. Pelly. 

Mr. Petty. Can I have an explanation of what hotel equipment 
represents? Is that crockery ? 

Mr. Morse. Kitchenware, crockery, and linen and silverware. 

Mr. Pretxy. In other words, they pay 45 percent of that item? 

Mr. Morse. No. If that hotel equipment is the standard of the 
equipment on the steamship United States, the $47 million price will 
include all those items. If the standard of that equipment is in excess 
of the standard of the similar equipment on the steamship United 
States, then they will pay 45 percent of the excess cost of that 
equipment. 

Mr. Petry. It seems sort of odd to me that the foreign construc- 
tion differential would include kitchen equipment and crockery and 
things of that nature. 

Mr. Morse. We are using 45 percent so that the percentage will be 
consistent. with the pricing of the bill. When we determine construc- 
tion subsidy at the Board level, the rates for some of these other items 
are different than the rates for the construction of the ship itself. 
There are variations. We have used the 45 percent because we think 
it is an easily usable and easily understood percentage. 

The Cuatrman. If you don’t mind, we will read the suggested 

language of the United States Lines. The United States Lines 
suggests: 
Provided, however, That such price shall be increased in an amount equal to 
45 pereent of any net change in the cost of the vessel other than national-de- 
fense features arising out of any change in the bid specification or any changes 
in the usual outfitting and equipping of the vessel if such changes are requested 
by the United States Lines after the enactment thereof. 

Mr. Morse. We have no difficulty with that. 

The CHAmRMAN. You would not have any difficulty ? 

That really spells it out in all probability a little better than the 
language here, so that we know clearly what we are talking about. 

Mr. Zetenxo. I am not saying that I naa be for or against the 
wording of the United States Lines, but I say that it spells out a little 
more clearly, as you indicate. 
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The Cuatrman. You can understand exactly what they mean. We 
understand it now and probably when we get into executive session to 
prepare this, we will suketiietny or clarify our own language. 

Mr. ZELENKO. It is just a question of idan ‘ification. 

Mr. Auten. Mr. Chairman, may I ask a question on that point? 

The CHatrMan. Yes. 

Mr. Auten. Mr. Morse, we keep talking about increasing the bid, 
but I still think that sometimes prices go down. Suppose there is a 
change downward in that total price. Suppose, for example, there 
is no escalation over a period of 4 years, or suppose they decide that 
the stabilizers do not go in because something else is better. What 
happens if the price to the Government for the construction of the 
original ship or the outfitting of it goes down ? 

Does the price get decre ased by the amount of 45 percent of the 
amount ¢ 

Mr. Morse. No, sir; not under this language. 

Mr. Aten. Should it, or do we provide only for increase ? 

Mr. Morse. I think that if a major item such as the stabilizer is 
eliminated, there should be a revision downward in the price of the 
ship but, if there is less escalation than we anticipate, I do not think 
that the sale price should be reduced. 

Mr. Auten. Under the language of the bill as proposed up to now, 
could you reduce the price if the stabilizers were eliminated ? 

Mr. Morse. No, sir. 

Mr. Auten. The bill would have to be changed to make such a pro- 
vision ¢ 

Mr. Morse. Yes, sir. 

Mr. Mamu1arp. Would the gentleman yield ? 

Mr. ALLEN. Yes, sir. 

Mr. Maiurarp. Would it not be a fair proposition to leave the 
price as it is, no matter what might be eliminated, until you got to the 
point where you could build the ship under the 1936 act ? 

Since United States Lines is coming here saying, “We can pay $47 
million or more,” then they ought to pay the $47 million. If there is 
saving, it should accrue to the Government unless the price should get 
so low that you could build the ship under the 1936 act. That is my 
thought. 

Mr. Morse. I would buy that. Thatismy approach. 

Mr. Curtin. Could I ask a question, Mr. Chairman ? 

The CHarrMan. Yes, sir. 

Mr. Curtin. Mr. Morse, assuming that the United States Lines 
would decide they would like solid gold or silver plates, why should 
the Government pay 55 percent of that ? 

The Cuairman. The language we have been discussing would take 
care of that. 

Mr. Curtin. As I understand the language, we pay 55 percent of 
the increased cost of such hotel equipment if the United States Lines 
think it would be nicer on their ship. I am curious as to why we 
should pay any of that. 

Mr. Morse. That is why we suggested that “and approved by the 
Maritime Board” should be included. We think that any changes 
would have to be approved both by United States Lines and the 
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Maritime Board. If we approve gold plate, I think you ought to get 
after the Maritime Board. 

Mr. ZetenKo. That is possible. 

Mr. Morse. Yes, sir. No, I do not think it is possible that we would 
approve gold plate. 

Mr. Gross. The gold plate would probably be there before we found 
out about it, would it not ? 

The CuHarrMan. We will fix that. There will be no gold plate. 

Mr. Gross. I would like to ask a question, Mr. Chairman. 

This is going to be a $130 million ship with the stabilizers; is that 
correct / 

Mr. Morsr. Yes, sir. 

Mr. Gross. What if the stabilizer fins are not put in 

Mr. Morse. It will cost about $128 million. 

Mr. Gross. Will that reduce the obligation of the United States 
Lines? 

Mr. Morse. Not if my views are adopted by the committee. 

The Caamman. Not under this bill. 

Mr. McIntosh. 

Mr. McInrosu. I want to pursue the same subject which has been 
raised before. 

What is the justification for using the 45 percent in lieu of the other 
draft here, where the United States Line pays the full cost of any 
additional items that they want to put in over and above the national- 
defense items 4 

Mr. Morse. If we were proceeding strictly under the 1936 act, the 
Government would normally participate in the cost of changes, and 
this is merely being consistent with the 1936 act principle. 

Mr. ZELENKO. One more point, if I may, Mr. Chairman; also on the 
question of language. 

On the bottom of page 1, you suggest that the words “outfitting and 
equipping” be eliminated. 

Mr. Morse. Yes, sir. 

Mr. ZevenKxo. What is the significance of the elimination of “out- 
fitting and equipping ¥.” because it was my thought that yesterday 
when we spoke about outfitting, this business of the crockery came 
in under outfitting. I want the explanation of the elimin: ation of 
those two words and w hy the word “construction” remained in, if 
you do not mind, Mr. Morse ? 

Mr. Morse. Because it is included, in my view, in the phrase “or 
out of additional items not included in the bid specifications.” 

Mr. Zetenxo. Thank you. 

Mr. Totierson. Mr. Chairman. 

The Cuarrman. Mr. Tollefson. 

Mr. Totiterson. Coming back to this use of speed in excess of the 
commercial speed, as I understood your statement the bill recognized 
the commercial speed of 30.7 knots. 

Mr. Morse. No, the bill does not identify any speed. 

Mr. Totierson. But that is the net result of it, is it not ? 

Mr. Morse. Yes, sir. 

Mr. Totierson. Now, suppose that 5 years from now the French 
or somebody else builds a ship that runs 33 knots and that becomes the 
commercial speed, and the United States, in order to compete, has 
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to run at 33 knots, which would then be the commercial speed. Would 
they pay for the excess ? 

Mr. Morsr. I think they should. 

Mr. Totterson. Do you mean all of the excess ? 

Mr. Morse. The excess power which would be required to run a 
vessel at an average speed of 33 knots to the extent that that excess 
power exceeds the power required to run this vessel at an average of 
30.7 knots. 

Mr. TotitEerson. They would bear the full cost of the excess speed ? 

Mr. Morse. Yes, sir. It would be 45 percent of the cost. 

Mr. Totierson. Up to whatever speed they use 4 

Mr. Morse. Yes, sir. 

Mr. Touterson. That is all, Mr. Chairman. 

The Cuarrman. Then you would pin them down to the 30.7-knot 
speed, notwithstanding what the British may establish in new vessels 
that they build ? 

Mr. Morse. Yes, sir. 

When I say 30.7, Mr. Bonner, I am suggesting that, if we built for 
them a vessel which would operate at a speed of 30.7 on the average, 
that would mean that in favorable conditions that vessel could do 
32 or 3214 knots, and they would be free to use whatever power which 
would per mit the vessel to operate at maximum speed; and, obv iously, 
if it was designed for an average of 30.7, it could not under any cir- 
cumstances go y abov e that 32 knots or 321% knots. 

Now, these gentlemen have come in and said that they can operate 
at 2814 knots and make their 2-week turnaround. Under our construc- 
tion subsidy preliminary determination, we would have sold the ves- 
sel to them at approximately $47 million as a 2814-knot ship, but I 
personally was unwilling to accept that the commercial speed is 2814 
knots, in view of the history of the use of the vessel at 30.7 knots and 
pricing the ship as a 30.7-knot ship, they could not afford to buy it 
because the price, as I recall, was about $56 million. So that the 
committee has suggested, in order to get the ship built, that it be sold 
to them at $47 million. 

We are talking about competition with existing vessels, and any 
vessels that are now building as far as we know, and a vessel of 30.7 
knots is in my opinion the commercial speed today. 

If we are t talking about putting these gentlemen in position to com- 
pete with a 35 )-knot commercial operation, I think they ought to pay 
for a 35-knot operation. It is that simple, in my opinion. 

The same thing applies to APL. They say that their optimum 
commercial operation is 26 knots to meet existing and projected 
competition. 

The CHarrman. That is something in the future, is it not? That 
lies within the province of the Maritime Board to adjust if conditions 
in the future may seem to indicate that an adjustment should be made. 

Does it not lie within your power to do it? 

Mr. Morse. Let us say that it would be a clause in the contract, and 
we would be unwilling to change that clause unless we found other 
considerations running to the Government which would justify the 
Government permitting the use of the additional speed without charge. 

The CHatrman. Anyway, this situation as it exists now is satis- 
factory to the United States Lines? 
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Mr. Morsz. 1 cannot speak for them. 

Mr. Garmatz. Mr. Chairman. 

The Cuatrman. Mr. Garmatz. 

Mr. Garmatz. Mr. Morse, do the defense features come in any- 
where at all in reference to the speed above 30.7 knots? 

Mr. Morse. I do not quite understand what you mean. 

Mr. Garmatz. We are talking about 28 knots and then 30.7 knots, 
and say that beyond that they pay. Do the speed features in the 
ship come into the national defense features ? 

Mr. Horrman. All the additional power in the ship is bought by 
the Government as a defense cost. 

Mr. Garmarz. Over what speed ? 

Mr. Morse. Over an average of 30.7. 

Mind you, the bill does not identify any speed but it is my interpreta- 
tion that what we are talking about here is a commercial ship of a 
speed of 30.7 knots, so that any power in the ship which permits it to 
develop a speed in excess of a 30.7 commercial speed wool be picked 
up by the Government 100 percent as a defense cost. 

Mr. Garmarz. That is over 30.7 knots / 

Mr. Morse. Yes, sir. 

Mr. Garmatz. I thought you said that over 30.7 knots that the com- 
pany would have to pay for it. 

Mr. Morse. At the present time, if the vessel is not used at a speed 
in excess of 30.7, the Government would pay all of it. 

Mr. Garmatz. For commercial purposes, the shipping company 
would pay, and for defense purposes the Government would pay ? 

Mr. Morse. If the vessel is not operated at more than 30.7 average, 
then the company would not be picking up any cost of the excess 
power bnilt into the ship. 

If, however, under my proposal they would use the vessel, say, at a 
34-knot average, then we would expect them to pay 45 percent of the 
cost of the excess power built into the ship if they used it on a contin- 
uous basis. 

Mr. ZetenKo. Mr. Chairman. 

The Cuarrman. Mr. Zelenko. 

Mr. Ze.tenxo. I read in this morning’s papers that the French are 
building a new liner called La France, to replace the /le de France, at 
about 55,000 tons. Do you have any information as to the proposed 
or projected speed of that vessel ? 

Mr. Morse. Yes, sir. It is my understanding that it is a 31-knot 
commercial ship. 

Mr. ZeLenko. I have just one more question. 

Would that not, then, become an average commercial ship, 31 knots 
instead of 30.7 knots ? 

Mr. Morse. It would depend largely, I think, on the schedule of the 
ship. 

Mr. ZeLenko. I see. 

The CHarrman. Mr. Drewry. 

Mr. Drewry. Mr. Morse, it is in the national interest, your interest 
as well as the interest of the operator, that the ship remain fully 
competitive for as long as possible, is that not correct / 

Mr. Morse. Certainly. 

Mr. Drewry. In fact, that is part of the subsidy concept that the 
vessels will be compet itive. 
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Now, in view of the excess power that is built into these things ini- 
tially, perhaps because of national-defense aspects, if in the future, as 
Mr. Tollefson mentions, the French, the British, or anyone else may 
come out with a much faster ship, is there not the same reasoning 
behind an allocation of the cost of this additional power as there is in 
any other changes that might be made in the ship ? 

Why should they pay for all of the additional power? Why should 
there not be a pro rata of 45 percent ? 

Mr. Morse. That was my proposal. 

Mr. Drewry. I did not understand that that was the understanding. 

Mr. Atten. Mr. Chairman. 

Mr. Morse, is it not a fair summation to say that under the 1936 
act this vessel would cost the company $55 million, but under our 
proposed legislation the Congress would be telling you that you 
should sell a $55 million vessel with 30.7 knots built into it for $47 
million, and by the same token, if we want them to get the vessel at 
35 knots for $47 million, all we have to do is pass a law later and 
authorize a change in the contract 

Mr. Morse. Or else in the present legislation so advise us. 

Mr. Auten. But it is a decision, under the circumstances, of the 
Congress rather than the Maritime Administration as to how far we 
amend the 1936 act, is it not ? 

Mr. Morse. Oh, very definitely, and I am not presuming to tell the 
committee what should be done. I am just expressing my own views. 

The Cuarrman. Mr. Gross. 

Mr. Gross. Mr. Morse, the French are presently building a ship. 
Is that to operate at 31 knots, as your testimony indicated, or at what 
speed is this French ship to operate ? 

Mr. Morse. It is my understanding that it is being built to operate 
at a commercial operation at 31 knots. Whether they in fact will 
operate at 31 knots will depend entirely on what scheduling they need 
to make. 

Mr. Gross. That would not be the maximum speed of the French 
ship, would it? 

Mr. ae, I would assume that under full power that ship would 
do 32 or , knots. 

Mr. Gham But it is a 31-knot ship, according to the testimony that 
you gave earlier to the committee. That is, it is proposed to appar- 
ently be operated at 31 knots. 

Mr. Morse. Yes, it is designed as a 31-knot ship, which in my lan- 
guage means that all year round, good weather and bad weather, the 
vessel will average 31 knots. 

Mr. Gross. What is the French Government’s subsidy to that ship ? 
Do you recall ? 

Mr. Morsr. My recollection, confirmed by Mr. Hoffman, is that the 
French Government will participate to the extent of about 25 percent 
of the aggregate cost of the vessel. 

Mr. Gross. The vessel is to cost approximately $78 million fully 
equipped, air-conditioned and so on, but without defense features? 

Mr. Morsr. Mr. Hoffman mentions that that is the contract price, 
but whether it includes or does not include escalation, I do not know. 
I would assume that it does not include escalation. 

Mr. Gross. Thank you. 

Mr. Petty. Mr. Chairman. 
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The Cuarrman, I will recognize you in just a minute. 

You say twenty-some perc cent subsidy, but it is a fact that the 
French Government is in a way the operating company of this ship- 
ping loan, are they not? 

Mr. Gross. The French Government is a substantial owner of the 
French Line, and I think the French Government appoints the man- 
aging operator. 

The CuarrMan. So that after all it is difficult to ascertain just what 
the French Government is putting into the ship. Would you not say 
that ? 

Mr. Morsr. I think our figures are correct, Mr. Bonner. I think our 
information is correct. 

The Cuarrman. Do you know how much private capital is being put 
into the ship? 

Mr. Morsr. I do not know offhand. I do not recall the share par- 
ticipation in the company. Part of it is Government owned, and a 
small part, I believe, is privately owned, so that it is predominantly 
a Governmnt ship. 

The Cuarman. So that the Government might own 50 percent of 
the company. They put in that much money and then subsidize it 
25 percent so that we might say that the French Government then 
subsidizes the ship 75 percent. 

Mr. Morse. It could be said so; yes, sir. 

Mr. Gross. We could also say probably that on the basis of uncol- 
lectible loans that we have subsidized up to 75 percent or 100 percent. 

The CHarrMan. Your observation is splendid. 

Mr. Pelly. 

Mr. Petry. Mr. Morse, I cannot understand your statement that 
you would interpret the sale of this ship to the United States Lines 
at $47 million as indicating that it was the intent of Congress to set 
30.7 as the normal commercial speed. I did not see any thing i in this 
legislation or anything in the law or anything in the record for that 

matter that would so indicate. 

Mr. Morse. There is nothing in the record at all, but this was the 
point I brought up. 

I think either you should advise us that you are selling the ship 
for operation at any apene that they want to operate it at or that they 
should include a speed clause. 

Mr. Petry. I was wondering if you were going to propose that in 
this legislation there should be ‘something spelled out. 

Mr. Morse. Yes; I hi ad not finished the suggestions in my amend- 
ments. You will notice in the last one, item F, it says: 

Insert in the second line of page 2, after the period, the sentence: 

“If the operator in the operation of the vessel uses power in excess of the power 
necessary to maintain an average speed of 30.7 knots, he shall pay for such use 
such additional amounts as the Federal Maritime Board det termines represent 
a fair allocation to the operator of the cost of the additional power.” 

Mr. Petty. Iamsorry. I had not read ahead. 

Thank you, Mr. Chairman. 

Mr. Gross. Mr. Chairman, may I ask one other question ? 

The Cuamman. Let me hear thislast. Iwas busy. 

Mr. Morse. Mr. Bonner, I was referring to item F in the suggested 
amendments, which recommended that a phrase referring to a speed 
clause be inserted in the legislation. 
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The Cuarrman. In addition to this language, you said it would be 
a 45-55 pro rata division on this speed question. 

Mr. Morss. Yes, sir. 

Mr. Zevtenxo. Mr. Chairman. 

The Cuarrman. Let us ask Mr. Morse a question. 

Mr. Morse, let me see if I have this straight. _ u 

The purpose of holding down on the speed is to extend the life of 
the ship, is that correct ? 

Mr. Morse. No, sir; it has nothing to do with the extension of the 
life of the ship. My theory on this is simply this: These gentlemen 
for 5 years have operated the United States at 30.7-knot average. To 
my mind that establishes that 30.7 is the commercial speed required 
for the replacement of the America. 

Therefore, if they operate the America replacement at an average 
speed in excess of what a 30.7-knot designed ship would operate, they 
should pay for 45 percent of the additional power built into the ship. 

Mr. Gross. The speed has nothing to do with the life of the ship, 
in your estimation, substantially ? 

Mr. Morse. Fundamentally, I think it does increase the mainte- 
nance costs. 

Mr. Gross. Of course; but I am talking about a situation like run- 
ning an automobile at the maximum speed or at 75 miles an hour, 
which will shorten the life of it. It will not shorten the life of a ship, 
is that a 

Mr. Morse. I think it would shorten the life of the powerplant. 

The Cuamman. And you might say that the Government has paid 
all the cost of this additional speed that Mr. Morse is discussing. 
That is correct, is it not ? 

Mr. Morse. I am sorry. Would you say that again, please? 

The Cuamman. The additional ability to develop this superspeed 
has been paid for entirely by the Government, has it ? 

Mr. Morse. Yes, sir. 

The Cuarrman. That is the reason that they want to charge for 
that. 

Mr. Morse. One further statement to Mr. Gross. 

There is enough additional power built into this ship so that if 
they operated it at an average of 33 knots, it would still be within 
normal power, and would not unduly hasten the aging of the ship. 

Mr. ZeLeNKO. Mr. Chairman. 

The Cuarrman. Mr. Zelenko. 

Mr. ZeELENKO. In regard to this amendment (f), which deals with 
speed, you use the term “average speed of 30.7 knots,” and from what 
you have told us, Mr. Morse, I assume, and correct me if I am wrong, 
that you arrived at that figure because that is what you classify as the 
commercial competitive speed. Is that right? That is the basis of 
the 30.7-knot figure. 

Mr. Morse. It is based only on the fact that for 100 consecutive 
voyages of the steamship United States, we examined the logs and 
found out that they operated for those 100 consecutive voyages at an 
average of 30.7 knots. 

Mr. ZeteNnKo. Does that have anything to do with so-called com- 
petitive commercial speed ? 

Mr. Morse. I would interpret it, since they are the fastest ship 
afloat and within a fraction of a knot of being as fast as the steamship 
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France, that is now under construction, that that would be the com- 
petitive commercial speed. 

Mr. ZeLteNKo. So the fundamental thought behind it in arriving 
at that figure is the commercial competitive speed. That is the fun- 
damental t thought behind it. 

Mr. Morse. Yes, sir. 

Mr. Zetenxo. 1 would suggest that perhaps it would not be ad- 
visable to write into the legislation an exact term like 30.7, but I 
would much prefer not going into the merits of the legislation but 
just easy interpretation, “that, instead of 30.7, we have a clause or 
phrase in substance which says “competitive commercial speed,” which 
may go up or down. 

Here we are talking about the new France, which is 31 knots. If 
they do have the speed of 31 knots, that would be the competitive 
commercial speed. 

Suppose they have a speed of 32 knots. My thought is this: that, if 
we have competitive commercial speed, it will not be necessary some- 
time in the future to change this figure of 30.7 or to have people op- 
erating the vessel go into conference and spend your time and their 
time saying they are not competitive, they are restricted under the 
legislation. As long as the thought behind it is « ‘ompetitive commercial 
speed, I would like that in there instead of the exact figure. 

That competitive commercial speed — | easily be arrived at by 
the same method by which you arrived at it in putting down this 
figure. 

Do you understand ? 

Mr. Morse. I understand. 

Mr. ZeLtenKo. I wonder if you should put that in there in view of 
the fact that there is going to be a ship in the near future with a 
higher speed. That would be the competitive commercial speed from 
there on, would it not ¢ 

Mr. Morse. I think that your suggestion, Mr. Zelenko, would have 
the effect of nullifying any speed clause, and we might as well forget 
a speed clause. 

Mr. ZeLenko. Is the purpose of the speed clause to put into opera- 
tion the additional costs because of defense features, or is the purpose 
of the speed clause to have that point at the point where it is com- 
petitively commercial, that is the highest speed ¢ 

That is what I am trying to get at. What is the purpose of putting 
in this number ? 

Mr. Morsr. To charge for the commercial features in the vessel 
which are utilized by the owner. 

Mr. Zetenko. In other words, over this 30.7, you say it is no longer 
commercial. Then it gets into the defense costs that the Government 
is paying for. 

Mr. Morse. No; I do not say that at all. I say that the commercial 
speed that has been established is 30.7. If they want to operate this 
vessel at 35 knots, which they can do as indicated by the first voyage 
that they made where they averaged the west and east crossing at an 
average speed of 35 knots, if they want to operate a 35-knot ship, I 
think they ought to pay for a 35-knot ship. 

Mr. Zetenxo. Then the 35 knots would become the commercial 
dividing line, would it not ? 
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Mr. Morss. That is right. 

Mr. Zevenxo. Then I ask again, is the question of paying over 30.7 
knots the line over which they must pay? That is what you say up 
to now. 

Mr. Morss. That is what I am proposing. 

Mr. ZeLenko. Now, you have arrived at the 30.7 because you say 
that that is the commercial speed as worked out by an average? 

Mr. Morsz. Yes, sir. 

Mr. ZeLtenxo. I have one more question. 

You have arrived at that average only from the voyages of the 
liner United States because that was the fastest ship and that would 
be the most competitive ¢ 

Mr. Morse. That is correct. 

Mr. ZeLenNKo. Now, we have this other vessel. Supposing they go 
along at 31 knots. What then becomes the commercial speed? Is it 
not 31 knots instead of 30.7 knots? 

Mr. Morse. Thirty-one knots might not be of any benefit to the 
United States Lines. They might not even bother to operate at that. 

Mr. ZeLenKo. I want to get a clarification of how you arrived at 
the commercial speed. It is the highest average of any vessel crossing 
the water over a given period of time; is that right ? 

Mr. Morse. Yes; I would say that is right. I am not quibbling 
here. We want our people to be on a competitiv e basis. There is no 
question about that. 

Mr. Zetenxo. If they have to pay over 30.7 knots and the average 
competitive commerce ial speed, let us say, is 32 knots, assuming the 
French vessel does that, then they cannot compete, can they, and that 
vitiates your thought? 

Mr. Mors. No, it does not vitiate my thought at all. All they 
would have to do is pay for it. 

Mr. Ze.enKo. I say once they pay for it, they cannot become com- 
petitive because it is costing them more to run the vessel than it is 
for the French to run theirs. The whole idea of the subsidy proposi- 
tion is to keep them competitive. If they have to pay over 30.7 knots 
and the French one runs at 32 knots or 31, they cannot compete 
because it is costing them more to run their vessel. 

Again, I am not arguing for or against the legislation. I want to 
get the philosophy behind your 30, 7 figure. 

Mr. Morse. You are talking about the economics, not about the 
operation. 

Mr. ZetenxKo. That is what competition is. It is economics, is 
it not ¢ 

Mr. Morse. I do not know just what your assumption is. Assume 
the French line operates at a loss at 32 knots. Then are you saying 
that they are not competitive at a 32-knot speed? As far as getting 
passengers is concerned, they are definitely competitive, irrespective 
of the economic results to the line. 

Mr. Zevenxo. Is it then that the speed is not part of the 
competition / 

Mr. Morse. It is very definitely a part of the competition. 

Mr. ZeLteENKOo. That is my point. If it is part of the competition 
and you are selling speed besides accommodations and other things 
and it costs you more to run at a higher speed, that would affect the 
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competition in some way, would it, or would affect your ability to 
meet it? 

Mr. Morss. Certainly. It would cost more fuel cost to operate at 
52 knots, too. 

Mr. ZeLeENKO. That is the only reason that I wanted some more 
clarification on whether it is better to put in 30.7 or put in something 
along the line of “commercial competitive speed.” It was a question 
of trying to clarify this because if competition is the basis or one of 
the bases for putting in 30.7 knots, then we have to look at what the 
competition is. 

There is some competition coming along at a higher commercial 
speed now. I wanted to throw th: ut open for some clarification be- 
cause, if we draw legislation, we want to draw it with the least amount 
of misinterpretation or, let us say, a number of interpretations. 

I am throwing this open now for thought. 

Mr. Lennon. Mr. Chairman, may I ask a question ? 

The CHarrMan. Yes, sir. 

Mr. Lennon. In the basic design based on the first bid that you 
have, are you at liberty to say w hat the maximum speed of the new 
projected vessel would be? 

Mr. Morse. No, sir. It is in excess of 35 knots. We know it is 35 
knots because the United States made a transatlantic crossing at an 
average of 35 knots. 

Mr. Lennon. You say you are at liberty to say it would be in 
excess of 35 knots? 

Mr. Morse. It is classified as to what the maximum speed of the 
vessel is. 

The CHarrmMan. Have you finished, Mr. Lennon ? 

Mr. Lennon. Yes, that is all I want to know. 

The Cuarrman. Mr. Robeson. 

Mr. Rosrson. Mr. Morse, at what speed does the defense cost pick 
up? 

Mr. Morsr. Twenty million dollars, roughly. 

Mr. Rozrson. Do they pick up at 27 knots or 30.7 ¢ 

Mr. Morse. Under my proposal, we would be picking up all excess 
power above what would be required to operate at an average of 30.7 
knots. 

Mr. Ropeson. I thought the defense took care of the excess speed 
cost. from the other part of the Government’s subsidy of this cost, the 
high speed. I thought we talked about $40 million for defense fea- 
tures. I thought speed was among those defense features. 

Mr. Morse. ‘Speed i is included in the defense features. 

Mr. Rozeson. Do they not determine that on some kind of formula 
where the speed becomes excess ? 

Mr. Morse. To put it the other way around, if Maritime were es- 
tablishing the construction subsidy rate on this vessel, we would say 
that the commercial speed is 2814 knots, or we would say it is 30.7 
knots. 

As I have previously indicated fo the committee, my view is that 
the commercial speed is 30.7 knots. Then we would get bids as we 
did, or an estimate from the builders of what it would cost to build 
a ship designed for a 30.7-knot speed, and we would check it out in 
our own technical staff to verify that figure. Then the difference in 
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the cost of the powerplant of that ship, compared with the ship that 
is actually built, is the power which is picked up as national-defense 
cost. That is paid for 100 percent by the Government. 

Mr. Rogerson. You see my point that the Government rere as a de- 
fense feature, I thought, the cost of the powerplant on a certain for- 
mula of some kind, so that beyond so much it was paid for by the 
Government as a defense feature. I wondered what they considered 
the excess speed. 

Mr. Morse. I thought I explained that. 

The Cramman. Let me interrupt. 

This discussion is eliminated in this bill because you have a fixed 
price and it was necessary to have this fixed price to ever get the ship, 
so that we are discussing something here that is not necessary in re- 
spect to this bill. 

Mr. Morse. That is correct. 

The Cuairman. I want to confine the discussion to this bill so that 
we can get through with it. 

As to these other things, we will hold a hearing and discuss and 
ascertain what all these features are that come under the 1936 act. 
This discussion would come under the 1936 act. 

Mr. Morse. This discussion has arisen, Mr. Bonner, because I sug- 
gested that there should be a speed clause included in the bill. 

The Carman. Which carried a $47 million price. 

Mr. Morse. That is correct. 

The CHatrman. And the national defense features are something 
that will be worked out other than by the United States Lines, because 
they said $47 million and you may put in what national defense fea- 
tures you want. 

Mr. Morse. If you are saying, Mr. Bonner, that the United States 
Lines is free to use the vessel or will be free under your legislation to 
use the vessel at any speed they want, then all this discussion that I 
have been going through is useless. 

The CHatrman. I agree with your amendment. I think your 
amendment is pretty liberal. 

Mr. Ropeson. Will the chairman yield? 

The CHarrman. Yes. 

Mr. Rorsrson. Then, as I understood, Mr. Morse was suggesting 
that you put in this bill 30.7? 

The CHarmman. That is right. 

Mr. Roprson. Then a speed of 30.7 knots does become part of the 
bill ? 

The Cuatrman. That is correct. 

Mr. Rosrson. My point was that the Government has already taken 
care of excess cost in the defense features. 

The Cuatrman. That is right. 

Mr. Roseson. But it is my guess that they accepted a lower speed 
than that. 

The Cuatrman. Who accepted? 

Mr. Roprson. The Defense, in figuring what to accept. When the 
United States was built, they accepted a lower figure than that. Maybe 
they would have a higher one now. I do not know. I think there isa 
question as to your 30.7 knots. 

Mr. Dineeit. Mr. Chairman, may I be recognized for a few ques- 
tions ¢ 
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Mr. Roseson. That is all. 

The CuarrmMan. Yes. 

Mr. Dtnceti. What was the dollars-and-cents cost of the previous 
ship ? 

The Cuatrman. That is all in the record. 

Mr. Morser. $77 million. 

Mr. Dincett. Mr. Chairman, I am sorry. I was not here. I want 
to get this for my own information right now. 

The CHarrman. Yes, sir. 

Mr. Dincett. What was the dollar cost to the compa iny? 

Mr. Morse. In my recollection, in round figures $37 million. 

Mr. Dincety. They say they are not going to build unless they get 
the vessel for $47 million. They c: \nnot consider it unless they get 
this figure; is that right. 

Mr. Morse. That is correct, and I think that their economies of the 
thing is correct. 

The Cratrman. And the General Accounting Office has sustained 
that position. That is all in the record. 

Mr. Morse. Yes, sir. 

Mr. Dincewu. All right. I have no further questions, Mr. Chair- 
man. 

The CHatrMan. I did not want to preclude you. 

Mr. Diner. I understand it is in the record. 

The CHarrman. That is the reason we brought in the General Ac- 
counting Office, to ascertain whether or not the ability presented by the 
American President Lines and United States Lines could be lifted a 
little. We had to ask the General Accounting Office to make an audit. 

Mr. Dincety. I appreciate that. 

The Cuarrman. They came in and told us that private capital could 
invest somewhere else and in all probability make more money than in 
this deal. 

Mr. Dincety. The only question I asked was what is the commercial 
speed fixed on the sister ship ; 28 knots? 

Mr. Morse. I think it was originally sold as a 2814-knot ship, but 
then there was a lot of controversy and they paid an: additions i] amount 
of dollars, so that I do not think anyone can say what speed it was 
actually sold at. 

Mr. Dinceti. What would your best judgment be on that? 

Mr. Morse. It is my understanding that when the additional price 
added to the vessel was agreed upon, there was no indication of how 
much additional was paid for speed. 

Mr. Drxcetu. Could you give us a dollar equation here as to how 
much the additional dollars paid amounted to in speed ? 

Mr. Morse. On the steamship United States ? 

Mr. Drncetn. Yes, sir. 

Mr. Morse. I do not think it is possible to do that. I will be glad 
to have the record checked. 

Mr. Drncety. I was wondering would it not be fair to state that 
they might be treated the same as to the existing ship and as to the 
ship that we are talking about constructing here. Would that be a 
fair statement, that they should be treated the same way on the ie 
they are about * construct as the one that is already in being? 

Mr. Morse. I do not know. I am not sure I understand what you 
have in mind, sir. 
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Mr. Dincetn. Would we not be consistent if we said we will give 
the same treatment on this vessel as far as defense features and speed 
as we did on the other ship ? 

The Cuatrman. Then you would never get the vessel built. It 
would be totally and wholly impossible. We are trying to replace 

vessel that is becoming obsolete in 2 years. 

Mr. Drvcett. I am talking about the existing sister ship; in other 
words, treat them the same on the ship they are t: talking about building 
as for the existing sister ship of that vesse ], as far as speed and de fense. 

Mr. Aten. Would you yield ? 

I think they would snap it up if we would sell the ship at $34 
million. 

Mr. Dincetx. Iam not talking about the dollar amount. 

The Cuarrman. Of course you are. 

Mr. Auten. They were able to buy the ship at $34 million. Now 
they want the same ‘ship to earn the same kind of money and they offer 

$47 million. 

Mr. Dincecu. I am not talking about the dollar sales cost. I am 
talking about the speed, the point at which speed becomes defense. 

Mr. Aten. It isthe same on both ships. 

Mr. Dinceiu. It is the same? In other words, 30.7 is the defense 
feature ¢ 

Mr. Atten. That was the settlement, that whatever they had that 
they paid so much money, and that is what they kept, and they were 
running 30.7. 

Mr. Drvcexr. This is precisely the point on which I am trying to 
tie Mr. Morse down. 

Does the existing sister ship to the one we are talking about have 
the defense feature limit of 30.7 knots. 

Mr. Morse. There is no ceiling on the speed at which they can 
operate the vessel. There is no ceiling or no additional charge if they 
operate the vessel at 2814 knots or if they operate the vessel at 35 
knots. 

Mr. Dinceii. The fact that we are dumping so much Federal money 
in this project anyhow, would it not be fair to say we will just treat this 
vessel the same as we treated the other vessel as far as speed and 
defense features? 

Mr. Morse. If that is the wish of the committee, we will buy it. 

Mr. Dinceti. I am not asking you to buy anything. I want your 
viewpoint. 

Mr. Morse. I am opposed to that. That is why I am suggesting 
that we should have a speed clause if the vessel is operated in excess 
of an average of 30.7. 

Mr. Dinceiy. Let me ask this, and I am not critical: 

Would it be fair to say that this stand this morning is an admis- 
sion of error on the part of the Maritime Administration as far as 
their previous handling of the defense feature speed concept ? 

Mr. Morse. Not necessarily at all. 

Mr. Dincett. Lama little bit confused this morning, sir. 

Thank you, Mr. Chairman. 

The CuatrmMan. I do not want to cut anybody off. 

Mr. Dincety. That is all right. 

The Cuatrman. I want to proceed if I can. 
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All right, Mr. Morse; go ahead. 

Mr. Morse. I have just one point on this question of speed with 
reference to APL. They are talking about a commercial speed of 26 
knots, not only as to existing but also as to projected vessels. 

If, for example, we should build for them a duplicate of the 
United States that vessel can be operated at 35 knots. If they oper- 
ated at 35 knots and bought only a 26-knot ship, I think they ought 
to pay for it. That is how simply I approach this thing. 

The Cuatrman. Are there any further questions ? 

Mr. Thompson. 

Mr. Tuompson. I have no questions, Mr. Chairman. 

Mr. Atten. Mr. Chairman. 

The Cuatrman. Mr. Allen. 

Mr. Auten. May I ask a question on a little different subject? 

The CuatrmMan. Let us not get on another subject. 

Mr. Auien. Getting away from speed a little bit, we have a provi- 
sion in here projec ted that if the vessel earns more than 10 percent, 
we should recapture 75 percent of the profit rather than 50 percent. 

I am wondering how we come out on that as an overall proposi- 
tion. I have in mind that, if we recapture more, it reduces in some 
way or other the income tax that the Government does not get, which 
pays for the recapture. 

Mr. Morse. Yes, sir. 

Mr. Auten. If we get another 25 percent, what difference does it 
make in the net dollars ? 

Mr. Morse. In the absence of real inflation, I think that this 75- 
percent provision is meaningless, particularly for the United States 
Lines, because the projected earnings of this new ship would never 
permit it to earn 10 percent on capital necessarily employed in any 
event, but I think the provision in here is desirable and I think it 
would be helpful in selling the bill to the Congress to indicate that 
these people are not going to be able to make a gold mine out of 
this operation. 

Mr. Atten. Thank you, Mr. Chairman. 

Mr. Morse. The overall result to the Government, I think is twee- 
dledee and tweedledum, whether you pick it up as taxes or whether 
you pick it up as recapture. 

Mr. Auten. I have one other point. 

We have now these 2 bills for 2 ships. We have in prospect 
two more ships under bills introduced, and possibly a third addi- 
tional ship that will be somewhat unusual. Should the committee at 
this time approach this whole problem, including the present two, on 
a basis to establish a set of principles under which we could make 
these decisions, or should we take it by individual ships and bills? 

Mr. Morse. I would be inclined to take it by individual ships, be- 
cause I think the problems will vary from company to company. 

Mr. Auten. Is that not almost saying that if we get some kind of 
a single law for all of them that it will have to be so flexible that each 
proble m will be an individual problem anyway ? 

Mr. Morsr. We have given a lot of thought to trying to come up 
with a bill which will apply across the board, but we find it very diffi- 
cult to do so. 

Mr. Auten. Thank you, Mr. Chairman. 
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Mr. Zetenko. Mr. Chairman, one question. 

The Cuatrman. Mr. Zelenko. 

Mr. ZeLenKo. Part of the $47 million price, as I understood it at 
the hearings, was conditioned upon the idea that the America could 
be traded in or sold for $10 million. That is the basis of the United 
States Lines saying they could pay $47 million. 

Now, is that figure of $10 million one that has probability? That 
is, that $10 million could be received for that vessel. What I am 
trying to get at is if one of the conditions of the $47 million is that 
they get $10 million for the America, and they might not get it, how 
would that affect the proposition as a whole? 

Has any thought been given to that ? 

Who would supply the difference if they could not get $10 million? 

Would that cost the Government additional money, or what hap- 
pens to that ? 

Mr. Morse. Iam glad you brought up that problem. 

We have in our own shop technical people who work on this ques- 
tion of valuation of ships. In addition to the valuation which they 
have come up with, we have purchased valuations from expert ship 
brokers: Jacques Pierot, Frank Martin—they are both American 
firms—and Hone, Maton & Co., which is a very well-known London 
firm. 

Their figures would vary a little bit, but in round figures it was 
between $9 million and $914 million as being the world market value 
for the steamship America today. That will fluctuate. If good times 
come along, you will get a better price for it; but our thinking is that 
we cannot pay $10 million for the ship on a trade-in basis. 

Mr. Zetenko. You cannot? 

Mr. Morse. We cannot. 

Mr. Zetenko. Would it be part of your contract, assuming that the 
legislation went through, that this $10 million trade-in is one of the 
conditions for the $47 million price? That is what I want to know, 
because we have heard so much about that from General Franklin. 

He said: 

Our bid of $47 million is conditioned upon the fact that we can get $10 million 
for the America. 

Do you contemplate putting something into the proposed contract 
in the event, let us say, that they cannot get $10 million? Let us say 
they got $8 million. Who would make up ‘the difference of $2 million? 
Would that be the Government? Would that vitiate the contract ? 

I think that is a very important part of this legislation, because the 
point was made to us time and time again. Suppose they got $11 mil- 
lion forit? Has any thought been given to that ? 

What happens if the $10 million figure is exceeded or not reached ? 
That is what I want to know. Will that kill the whole deal, or what 
will be done about it ¢ 

Mr. Morse. If I am to accept General Franklin’s statement at face 
value, we would not proceed with this ship if he got less than $10 
million. 

On the other hand, Maritime would be subject to censure if we pay 
a Value in excess of what we can justify as being the fair market value 
of the vessel, so that I think, since our views of the fair market value 
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are less than $10 million, I think this problem can be resolved only by 
the Congress, or, alternatively —— 

Mr. Zetenko. Again Iam not talking onthe merits. Iam talking on 
what I heard here. I think that was emphasized by General Franklin 
a number of times. Hesaid: 

One of the conditions for the $47 million figure is that we get $10 million for 
this ship. 

I do not. want to do anything futile and go ahead with this thing 
unless we have this point resolved. I think this is a good time to go 
Into it. 

Mr. Morse. I think this is a very important point, and the only 
alternative that I see is to permit the sale of the vessel foreign. 

The Cuatrman. That isin your jurisdiction. 

Mr. Morse. Well, I have heard comments from, I believe, you, Mr. 
Bonner, saying you would like to have some consideration given by 
this committee before we authorize the sale of this vessel foreign. 

The Cuatrman. Heretofore, all along up to now, you have claimed 
that prerogative ; have you not ? 

Mr. Morse. Under the statute, I, as Administrator, can, with the 
concurrence of fe Department of the Navy, authorize the sale foreign. 

The Cuairman. And you could permit this ship to transfer toa for- 
eign, friendly flag, and it would bring a higher price than it would in a 
domestic price ? 

Mr. Morsr. That is correct. 

The Cuarrman. It was anticipated, I imagine, that it would bring 
$10 million operating under a foreign, friendly flag. 

Mr. Morse. General Franklin has indicated to me that he thinks 
he would have no difficulty getting $10 million or more for the vessel 
under foreign flag, even with the restrictions on the use of the vessel 
that would be normally put on by Maritime. 

The Cramman. Therefore, since you have been exercising that 
prerogative yourself, I did not think that you would come in here. 
I thought you would go to General Fr: anklin to work out that propo- 
sition. 

Mr. Morse. I want to remain on a friendly basis with this com- 
mittee, Mr. Bonner. 

The Cuarrman. I am sure you will. 

Mr. Gross. Mr. Chairman, if I may. 

‘The CuatrmMan. Mr. Gross. 

Mr. Gross. You can authorize the sale of this ship foreign. Can 
you deny the sale or stop the sale of this ship foreign ? 

Mr. Morse. Yes, sir. On your trade-in values of cargo vessels, we 
have the same authority over them. We can refuse to. permit them 
to transfer foreign, but, in fairness to those people, in fairness to 
owners, the people who own these cargo vessels, we have been accept- 
ing them on a trade-in basis at what we called a restricted world 
market value, even though that restricted world market value is in 
excess of the domestic price. 

Mr. Gross. Do you not anticipate that the Government is going to 
pay $10 million for the America? 

Mr. Morse. Unless I get different figures, we will not pay $10 
million. 
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Mr. Gross. If it is put in at $10 million under this transaction, the 
Government will wind up owning. 

Mr. Morse. What I am saying is that it will not be put in at $10 
million unless I get different figures from our evaluation committee. 

Mr. THomeson. Will the gentleman yield? 

Mr. Gross. I will be glad to yield. 

Mr. Tuompson. Mr. Morse, considering that the bona fide offer 
were made by some foreign concern for the ship at a price in excess 
of $10 million, and at that time you denied the authorization of the 
sale and would not allow it to be sold foreign for that price in excess 
of $10 million, then how could you indicate through your actions that 
the ship was not worth, as a fair market value, $10 million? Sup- 
pose that situation would arise, what would be the result? 

Mr. Morse. I could not. 

Mr. Tuomrson. Then you would have to accept $10 million as a 
fair market price ? 

Mr. Morse. Yes, sir. 

Mr. Tuomrson. Although you do not accept it now ? 

Mr. Morse. Correct. 

Mr. Zetenko. I have one more question. 

I still want to get down to my very point that it was emphasized 
that they have to get $10 million. “Suppose they get $8 million? 
Has any thought been given as to who is going to make up the differ- 
ence, or whether this thing is going to fall apart? That will be long 
after we pass any legislation. That is why I want to know whether 
you have given thought to that. 

These people say they cannot go ahead unless they get $10 million. 
I would not want to see us get stuck for $2 million in the future, 
saying, “Look, you passed legislation and then these people cannot 
go ahead.” I think you ought to let us know about it now. 

Mr. Morse. Mr. Zelenko, I have a lot of power under the 1936 act, 
but I do not have unlimited power to pay any mount I want to for 
trade-in vessels. I am limited by the statute to taking into considera- 
tion three factors: The world market value, the domestic value, and 
the scrap value. 

Mr. ZeLENKO. I realize that. 

Mr. Morse. But under no circumstances may I pay in excess of 
a fair and reasonable price. 

Mr. ZeLENKO. You have just told us that your estimates from your 
experts were at some $9 million. We have heard they cannot go 
ahead unless it is $10 million. 

I want to know, are we wasting our time until you folks resolve 
that. These folks say it has to be $10 million or they cannot go ahead. 
You say, “The way I look at it, it is only $9 million.” 

That means that the deal cannot go ahead. 

What are we doing here unless that is resolved between you and 
the United States Lines? 

I am not saying you can authorize it. Iam saying you have not had 
a meeting of the minds. The figure is only $9 million. You can 
decide if you want to sell it foreign. In other words, it is a nebulous 
figure. 

I thought that that $10 million was something that was sort of 
firmly agreed on. 
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I do not mean in writing, but these folks have said, “Unless we 
get $10 million, we cannot go ahead with the deal.” 

_ You say they cannot get it. I want to know whether we are wast- 
ing our time. 

Mr. Morse. What I am saying, Mr. Zelenko, is that unless I can 
substantiate to GAO the price paid for the ship, I am subject to 
criticism and should be subject to criticism. 

Mr. ZeteENnKO. This has nothing to do with criticism. It has to do 
with spending your time and our time. These people say $10 million, 
and you say $9 million. 

Part of the whole deal is contingent on your getting $10 million. 
Is that not premature until you come to some meeting of the minds, or 
they have decided to revise their figures on the basis of $9 million? 

They say they cannot go ahead. Why spend our time going ahead 
with legislation unless we get somewhere on this point? They say 
that is a condition, and I assume that is a part of the contract. 

Mr. Morse. Under existing law, I must determine a fair and rea- 
sonable price, or I cannot pay it. You gentlemen will have to give me 
authority to pay $10 million. That is the net result. 

Mr. ZeLENKO. Does it not mean that we have to then put the Gov- 
ernment on the hook for $1 million or $2 million? That is what I 
want to know. I want to know where we stand. 

The Cuatrman. Let me ask Mr. Morse whether, in his opinion, 
this vessel operated under what is now recognized as a foreign friendly 
flag would bring $10 million. 

Mr. Morse. We have employed experts on this thing to answer that 
question for us, and they have said that the world market value is 
$9,200,000. 

The CuHarrman. Well, when you say world market value, you are 
talking about selling it foreign. 

Mr. Morse. Yes, sir. 

The Cuamman. We would not want to sell this ship foreign; 
would we? 

Mr. Morse. I would much favor having it remain under American 
flag. 

The Cuatrman. As I understood, it is the thinking of the United 
State Lines that the ship operated under a foreign flag would bring 
$10 million. 

Mr. Morse. That is their thinking; yes, sir. 

The Cuarrman. It is my thinking that two capable men like you 
and General Franklin can iron out this proposition. 

Mr. Morse. No, Mr. Bonner, I am not going to get into bed with 
General Franklin on the question of value of this ship. 

The CuarrmMan. We are talking about the value under certain op- 
erating conditions, and the ship remaining accessible to the defense 
of this country. 

Mr. Morse. Mr. Bonner, we get expert opinions from ship valuation 
experts. They say to us that the highest price that this vessel will 
receive, selling anywhere in the world, is $9,200,000. I cannot Justify 
to GAO paying $10 million for the ship. 

The Cuarrman. Of course, I am not arguing that point, but we 
will get tothis. If they could get $10 million under a foreign friendly 
flag, you would not be opposed to it 4 

Mr. Morse. No, sir. 
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The CuHatrman. Now, General Franklin, you step up here a 
minute. 

Mr. Lennon. Mr. Chairman. 

I understood you a minute ago to say that it would be much more 
in the public interest if this “particular ship remained under the 
American flag, in your opinion, rather than being turned over even 
to a friendly nation; or, to put it another way, you said you would 
much prefer this vessel remain under American flag. 

Mr. Morse. I think so; yes, sir, because it would be in competition 
with other American-fl: ag oper ators in some area. 

Mr. Lennon. Would it be to the interests of our Government to 
pick up the tab of the difference between the world fair market value 
and the $10 million ? 

Mr. Morse. I think so. 

Mr. Lennon. You think it would in order for it to be under 
American flag. The vessel cost $70 million about how many years 
ago ? 

Mr. Morse. Eighteen years ago. 

Mr. Lennon. I think that is something we ought to think about. 

Mr. Gross. Not only that, Mr. C hairman, but if we sold American 
we would probably get dollars for it, and if sold foreign we would 
probably get washers for it. 

Mr. Ciark. Or you would get your own money back. 


STATEMENTS OF GEN. JOHN M. FRANKLIN, PRESIDENT, AND 
RAYMOND M. HICKS, EXECUTIVE VICE PRESIDENT, UNITED 
STATES LINES—Resumed 


The Cnatrman. Now, General Franklin, the Maritime has estab- 
lished a policy of letting ships go foreign, and have said that they 
are still available and more available to the national defense in opera- 
tion than a ship in the reserve fleet. Now, that is a matter of record 
here. 

What has been your experience in negotiation for the America to 
be operated under a friendly foreign flag ? 

General Frankuin. We have an offer of $814 million for the 
America for delivery when the new ship comes into service. That 
is not in writing. It is the first offer and it is my opinion that we 
‘an sell the America foreign tomorrow for delivery 3 years from now 
for $10 million or more, but I would like to have it understood, Mr. 
Chairman, that there is a lot of difference between talk and a contract. 

To go back to Mr. Gross, I think his point is very good. I think 
the ship would have to be run between Canada and Europe or this 
country and Europe in order for her to make any money under a 
foreign flag, or possibly between the Mediterranean and South 
America, so I think we could always libel the ship if we did not get 
our money. 

The CHarrman. Are you concerned about the discussion that has 
arisen here with respect to the value of the America? 

General FRANKLIN. Yes, I am concerned about it. However, I am 
not at all sure that the Martime Commission, Mr. Morse and ourselves 
cannot work that out. It would be a whole lot better if you put in the 
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bill “the foreign market price for this ship will be fixed at ten million 

dollars.” 

That is up to you, gentlemen. I agree with Mr. Zelenko that it is 
too bad to go through all this work and then have this thing fall apart 
because we cannot come to an agreement. 

The Cuarrman. He has come up to $9,250,000. 

Mr. Morse. Mr. Bonner, when we have accepted cargo vessels for 
trade-in, we have paid 10 percent less than the world market value on 
the premise that the restriction which we would impose on a foreign 
transfer has the result of reducing the world market value about 10 
percent. 

Therefore, we are saying that for this vessel the trade-in value 
would be $8,280,000 on the valuation we have received to date. 

The Cuarrman. I thought you said $9,200,000. 

Mr. Morse. $9,200,000 was the world market value. The restricted 
world market v alue, with the restrictions we would have, would result 
in $8,280,000. 

The Cuarrman. Are there any questions? 

Mr. Dinceityt. Mr. Chairman, could I be recognized ? 

The CHarrMan. Yes. 

Mr. Drneett. Mr. Morse, the world market on ships fluctuates very 
substantially, according to time and the amount of carriage, does it 
not ? 

Mr. Morse. It certainly does. 

Mr. Drncerx. If I remember, I saw an article in the papers that in- 
dicated that the present world market is substantially down, is that 
right, on vessels ? 

Mr. Morse. That is right. That is particularly true of tramps and 
tanker vessels. Liner vessels do not fluctuate very much. 

Mr. Drneeti. Would it be fair to say, then, that we ought not to 
take any action here to anticipate fluctuation in the value of the 
America in our considerations of the amount that should be paid as 
far as trade, because we may find that it will be up or down $1 million, 
or maybe $2 million, over this 3-year period. 

Would that be a fair statement ? 

Mr. Morse. No, I think that you cannot rely on that because, as I 
recall, under the statute the trade-in price has to be established at the 
time the contract for the construction of the vessel is entered into. We 
are talking about signing a contract within the next 6 months. 

The CuatrmMan. I want, if you permit me, to have read at this 
point in the record testimony of Admiral Wilson on this question. 

Mr. Dineetu. Certainly. 

Mr. Drewery. This is on the question of passenger-type ships under 
the American flag: 

Of utmost significance in this connection is that the United States must be 
prepared for emergencies other than all-out war and a NATO war. We have 
interests in many areas of the world that fall outside the NATO sphere of 
planning. 

We must also recognize that under various circumstances which might arise, 
the policies and views of the United States would not necessarily coincide with 
those of our many allies in each and every crisis. The lessons of history have 
taught us that, as a matter of fundamental policy, our primary reliance must 
continue to be placed on capabilities under our direct control. 

Present planning indicates that by accommodation of employing active pas- 
senger-type vessels and activating additional ships from the national defense 
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research fleet, we could meet our minimum needs for troop transport in the 
event of general war. We have enough ship space to provide the required initial 
lift. 

This determination is valid, however, only on a quantitative basis. Unfortu- 
nately, the majority of our ships are old. Most of them are deficient in speed 
and lacking in other features that are important in minimizing the hazards of 
moving troops by sea. The use of many of them under modern war conditions 
would involve a high degree of risk which can be significantly reduced by the 
construction of modern high-speed ships. 

America’s active and reserve inventories of passenger-type vessels add up to 
a total of 156 actual ships, ranging in age from 5 to 30 years. Of these, 56 ships 
are limited to a top speed range of 15% to 16% knots, of an average age of 14 
years, and represent a combined emergency capacity for about 56,000 troops. 

Sixty-one ships have a top speed range of 17 to 17% knots, average age of 15 
years, and a combined emergency capacity for about 163,000 troops. 

There are three ships of 18 knots that are 30 years old and have a combined 
emergency capacity for about 4,000 troops. 

We have 24 ships in the 19-knot bracket, including 16 MSTS transports which 
can do 20 knots in a pinch. 

However, to call them 20-knot ships would be stretching a point. They have 
an average age of 13 years and a combined emergency capacity for about 81,000 
troops. 

Deduction leaves 12 actual passenger-type ships that are capable of 20 knots 
or more. They represent a combined emergency capacity for about 33,000 troops, 
but 5 of these ships are over 25 years old and are lacking in several defense 
features. 

In fact, our existent, actually modern troop lift potential amounts to only 6 
ships, 3 converted 20-knot Mariners, the 25-knot Constitution and Independence, 
and the 33-knot United States, which add up to a total emergency capacity for 
about 14,000 troops, enough for one streamlined division. 

Ships under construction include 2 passenger vessels for Grace Lines and 2 
for Moore-McCormack Lines. As with the converted Mariners, they meet the 
minimum speed requirements for modern troop transport. 

The 4 ships will provide a total emergency capacity for about 5,000 troops. 
These ships do include many improved design features, and they will contribute 
appreciably to the quality of our total trooplift. 


This was Admiral Wilson’s comment on the ships that are presently 
available under the American flag to meet requirements which should 
be met by ships under the American flag. 

May IL ask a question ? 

The CuarrmMan. Mr. Counsel. 

Mr. Drewry. Mr. Morse, in view of Admiral Wilson’s testimony, 
have you given any thought to the desirability or possibility of meet- 
ing this question as far as the money angle is concerned by disposing 
of some of the older ships to bring in an amount that would make it 
possible to keep the America under the American flag and still pro- 
ceed to get the new ship built ? 

Mr. Morse. As I see it, Mr. Counsel, whether we dispose of other 
vessels has no material bearing on this particular question. 

Mr. Drewry. This particular question, as I understand you and as 
I understand the law, is that the maximum amount that you feel that 
you can allow is the world market value. 

Mr. Morse. That is what the statute says. 

Mr. Drewry. That is what the statute says. At least it says you 
take this into account. 

Mr. Morse. I may not exceed a fair and reasonable price, taking 
into consideration these three factors. 

Mr. Drewry. Well, are you precluded from taking into account 
other factors? 

Mr. Morse. Well, I would have to look at the section again. As I 
recall, it specifies those three factors that are to be considered. 








434 SUPERLINER LEGISLATION 


As a suggestion, Mr. Bonner, assuming the Congress enacts this 
legislation, I would be willing to pay the world market value on a 
trade-in without a deduction of this 10 percent which we apply on 
cargo vessels, on the premise that this is a special situation as indi- 
cated by being special legislation, and therefore we can treat the 
traded-in vessel as a special situation so that, therefore, what I am 
saying is that on a trade-in basis under our present information we 
could pay $9,200,000, assuming GAO concurs. 

Mr. Drewry. Section 510 (d) of the 1936 act reads: 

The allowance for an obsolete vessel shall be the fair and reasonable value of 
such vessel as determined by the Commission. In making such a determina- 
tion, the Commission shall consider— 

(1) Serap value of the obsolete vessel, both in America and in foreign 
markets ; 

(2) The depreciated value based on a twenty-year life; and 

(3) The market value thereof for operation in the world trade or in 
the foreign or domestic trade of the United States. 

It is not clear to me at the moment from that reading that you are 
precluded from considering other factors which might enter in. 

Mr. Morss. I have never checked out with General Accounting 
Office whether we may pay a value higher than any of those three 
items. I will be glad to do so, but my offhand impression is that they 
will say we may not pay a value higher than arrived at considering 
those three factors. 

General Franky. May I interrupt, Mr. Chairman? 

You gentlemen are all busy and in a hurry. We have tried our 
utmost all through these conversations not to be captious. I have 
absolute confidence in Mr. Morse. If Mr. Morse says he can pay 
$9,200,000 and may be able to pay something more, somewhere be- 
tween $9,200,000 and $10 million, I am satisfied we can work it out. 

The Cuatrman. That will stop this discussion. 

Mr. Drncetx. Does Mr. Morse say that, though. 

Mr. ZevenKo. That is the point, Mr. Chairman. 

I will yield to Mr. Garmatz. I thought the chairman asked me a 
question. 

Mr. Garmatz. There is roughly $800,000 difference. Are there not 
so many other features and advantages, and you might use the word 
“defense” like you use the word “miscellaneous,” because it covers so 
many things. 

How can you quibble when you have a $10 million deal for ap- 
proximately $8 million. If you want to put it all into defense, I am 
sure it can be worked out. 

The Cuarrman. I think that these two gentlemen can work it out. 
Let us leave the question to these two gentlemen. 

Mr. THompson. May [ask one short question ? 

The CHarrMan. Yes. 

Mr. THomrson. Why is the figure $10 million in the legislation at 
all then ? 

Mr. Morse. It is not in the legislation. 

The Cuatrman. The United States Lines says they can pay so much 
if they get $10 million for the ship. 

Mr. THompson. Now it can be modified ¢ 

The Cuarrman. We cannot load this bill down to where we can- 
not get it by the House. That is all there is to it. 
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Mr. ZetenxKo, I do not think we should. That is part of Maritime’s 
work, not ours. 

The Cuamman. I think we have reached a solution of this question 
and should drop the question and ave it to these two gentlemen. 

General Franxurn. If I may, I would like to discuss this question 
of speed. It will take a few minutes. 

Mr. Morse. I have one comment, but I can wait. 

General Frankurn. You may finish. 

Mr. Morse. The comment is that I want to call to the committee’s 
attention, and General Franklin’s attention, that if they utilized the 
America during the period when the replacement is being built, they 
have to agree to a use charge. 

The Cuatrrman. He has agreed to that. 

General Frankxirn. Of course, that is a matter of negotiation. We 
have agreed to pay for the use of the ship. 

The Cuarrman. You have already agreed to that. You understand 
that that has to be done? 

General Frankuin. We have to negotiate on what the charge is. 
There are a lot of things that have to be worked out in good faith 
between us. 

Mr. Garmatz. Will the chairman yield? 

I think you are on the way to progress. 

The Cuarrman. What is your other observation, General Franklin? 

General Franxurn. Has Mr. Morse finished? I would like Mr. 
Morse to stay, however. I have a very high regard for Mr. Morse 
and I think he has done a splendid job, both from the Government 
point of view and the viewpoint of the Chairman of the Federal 
Maritime Board. He and I have been arguing for a year on this 
speed question, and we have not come to any agreement. I do not 
think we can. He is entitled to his opinion and I am entitled to mine. 

I would like to give you gentlemen my reasoning on why I am op- 
posed to any limitation on the speed of this new ship if built. In the 
first place, our proposal is to buy a sister ship to the steamship United 
States for $47 million. There is no limitation on the speed of the 
steamship United States. 

The testimony at this hearing is replete with the facts that show, 
without peradventure of doubt, and substantiated by the C omptroller 
General, that if we pay $47 million for this ship, even if we get $10 
million for the America, that we are going to make, as far as the 
figures show, a very small return on her. We have agreed to all the 
conditions. We have tried not to be captious. 

We agree that we have to pay some charter hire on the America 
while the other ship is being built, and we agree on the 75 percent 
recapture. 

We have tried to go along on all items so that we could get something 
done. We are as anxious to see the ship built as you gentlemen are. 

I am absolutely opposed to any limitation on her speed. That is 
just an additional burden which I do not think we should be asked to 
bear. It is tough enough to operate these big ships anyhow. We 
should not be having to figure out, “Well, if we goa little ‘faster with 
the ship, it is going to cost us so much money.” That is not our ori- 
ginal proposal and we are opposed to it, and I think it is unsound 
operation. 
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I would not like the publicity in connection with it. I think it would 
put us at a disadvantage vis-a-vis the Cunard and the new French 
ship. 

None of us knows what the competition is going to be in the future 
and it is my experience that when an agreement is made between the 
Federal Maritime Board and a company, the United States Lines, 
that sometimes we both wish we had not made the agreement, but then 
we cannot get out of it because it is written in the contract. So I 
would like to make it clear, if I have not done it yet, that I am 
absolutely opposed to a speed limitation. 

The CHarrman. Now let us see. You did not have any speed 
limitation on the United States for which you have to pay ? 

General Franxurn. No, sir, and the ship that we have told you we 
will pay $47 million for was a ship in our thinking certainly, and it 
still is a ship according to our proposal, without any speed limitation 
on her at all. 

The CrairmMan. Suppose you leave that question for the committee 
to decide when we go to executive session. 

Mr. Aten. May T ask one question ? 

The CuarrmMan. Yes. 

Mr. Auten. General, while Mr. Morse was testifying concerning 
that provision in excess ‘of the power necessary to maintain an average 
speed of 30,7 knots, I wrote down a little memorandum of a possible 
amendment which would make it read: 

In excess of the power necessary to maintain an average speed equal to the 
speed of its fastest competitor. 

Would that be the speed you would be using, or do you want no 
limitation at. all ? 

General Franxurn. Mr. Allen, I want no limitation at all because 
even under that amendment, which is better—and I think that makes 
it easier if we had to ac cept any—that, as you can easily see, would 

cause considerable argument, and we must get into our minds that it 
is not a question of half a knot or a knot at sea; it is a question of time 
of arrival and a proper schedule. 

We might have to run this ship, and I am sure we will have to run 
this ship or the two ships, alternating in all probability, up to Bremer- 
haven. I just think that. it just complicates the operation. 

[ think the principle is wrong and I do not see any necessity for 
putting that additional burden on us, and I just think it would be a 
terrible mistake to put any speed limitation on the ship at all. 

Mr. Tuomrson. Would the gentleman yield ? 

Mr. Auten. I yield. 

Mr. Tuomprson. Are you not in effect paying for the additional 
speed by the terrifically increased operational costs when you exceed 
the speed ? 

General FraAnNKuIN. That is a very good point. 

I think I testified that because the /nited States has 2 enginerooms, 
2 wheels working from 1 engineroom and 2 wheels from the other 
engineroom, that the cost of operating the ship is considerably higher 
than it would cost to operate a ship with 1 engineroom. 

Mr. Tuompson. So the tendency is to operate at a lower speed 
commensurate with schedule? 
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General FranKkuin. We have that around our neck anyhow. 

Mr. ZELENKO. So, to sum up, you cannot put a ship in operation 
and legislate your ability to compete ? 

General Franxuin. I think that is well put. 

The Caarrman. Mr. Counsel. 

Mr. Drewry. General, on this general subject, am I correct in my 
understanding that the problem is met under subsidy agreements by 
an agreement as to minimum and maximum sailings and the particular 
schedules, what the turnaround will be? That is part of your agree- 
ment with Maritime? 

General FrRaNnKLIN. Yes, sir. We have to submit our schedule and 
it has to be approved by the Federal Maritime Board, but the Federal 
Maritime Board have been very good about it. They have approved 
our schedule, which looks to us to be the best schedule to make money. 

Mr. Drewery. My point is, is that not the way that the question of 
speed is determined / 

You cannot make, let us say, a 3-day crossing as a matter of routine 
unless you have their approval, can you? 

General FranKuirin, Well, we have to make up our schedule. We 
have to make up our schedule and it has to be approved by the Federal 
Maritime Board. 

Mr. Hicxs. We are required to operate a certain number of voyages 
per year with each of our ships on all of our lines. That is true of 
the United States. That is true of the America. 

We submit our schedules every month to the Federal Maritime 
Board for approval. There are a certain number of days we know 
we have to be in port to maintain the ship. All of it, our port time 
and sea time, is all approved ahead of time by the Federal Maritime 
Board. 

Mr. Drewry. That is my point. Does not that control the type of 
ship you need rather than the precision down to a fraction of a knot? 

Mr. Hicks. You are right. 

Mr. Drewry. You are supposed to render a particular service. 

Mr. Hicks. That is right. 

Mr. Drewry. Then in addition to that service, the Department of 
Defense says, “We want a ship that will go so fast so that you have 
more power in there,” but there is nowhere in the existing law a place 
that pinpoints it down to a fraction of a knot of power. The minimum 
and maximum sailings and the schedules that are approved dictate the 
type of ship that you have on the route, and also, in general, put a gen- 
eral limit on the speed and other facets of operation ? 

Mr. Hicks. Our contract on the United States does not call for any 
particular speed, but calls for a certain number of voyages. In the 
wintertime you have to run slow, and in the summertime you can run 
faster. 

Mr. McIntosu. Mr. Chairman. 

The CuarrMan. Yes, sir. 

Mr. McInrosn. General, as I understand the concept of the Federal 
Government paying as a defense cost the power to attain an excess 
speed, it is that that is put there not for competitive liner operation 
but as a reserve high speed troop transport. Coming back to Mr. 
Morse’s position, if the speed that you want to use as a competitive liner 
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is 36 knots or 35 knots, how can we classify part of that speed as a 
defense cost ? 

In other words, if we want a 41-knot liner, we pay the 5 extra knots 
and you pay the 36, which I think sums up Mr. Morse’s position. 

General Franxiin. I think that I can understand Mr. Morse’s 
reasoning, but this is a different case, it seems to me. 

What we have said is we will pay $47 million for a sister ship to the 
steamship United States and be free to run her at whatever speed we 
think is the right speed at which the ship should be run to make 
money. Now we have put right frankly in the record the results of the 
steamship United States. ‘That is the best measure of determining 
what a new ship can make. 

It is perfectly obvious that you can make very little money with her 
even though you use all her effec ‘tiveness, and therefore we say, “Please 
don’t hamstri ing us any further.” 

Now, if the ‘testimony showed that the ship was going to make a 
tremendous lot of money, that would be a horse of a different color, 
but do not hamstring us any more. We are going to have a tough 
enough time as it is. 

Mr. McInvrosn. Frankly, we are dealing with public funds where 
there has to be some rationale of explanation of why we pay your line 
or any other line substantial funds as a subsidy on a liner, and on the 
basis on which you are presenting this to us, it would mean, as far as 
I can see, that every time the Government ‘subsidized any ‘merchant 
ship, it would be on a basis of an offer from a man, “If you want this 
ship built, I will put up $10 million and you put up whatever you 

want.” 

I do not think you can put the approach you are taking into a 
formula at all, though I think from my standpoint on a take-it-or- 
leave-it offer, we are willing to discuss it on that basis. If your propo- 
sition does not make sense to us, you are not committed at this time; 
are you? 

General Frankurn. No, sir. 

Mr. McIn‘tosu. This bill, in effect, is an offer to you which is shaped 
to some indication that you might be willing to do it. 

General Franxuin. I certainly consider that the United States 
Lines is morally committed to proceed on the basis that you gentle- 
men have been sitting here all this time and we have an excellent 
record on the subject, and certainly the United States Lines will 
proceed on the basis that we have outlined. 

Mr. McIwnvosm. I mean that you are in no way legally bound to 
commit your company if the terms of this bill are not workable, in 
your own opinion ? 

General Franxurn. I think that is correct, but if the bill is drawn 
and passed makes it possible for us to build a ship on the basis that 
we have outlined, then I say we are morally committed to go ahead. 

Mr. McInvosn. I have no further questions. 

The Cuarrman. Thank you, General. 

Let me ask Mr. Poole to come up. 

You gentlemen are asking for the same treatment that is accorded 
to the United States Lines; isthat r ight? 
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STATEMENTS OF NOAH M. BRINSON, VICE PRESIDENT, AND 
ARTHUR S. POOLE, VICE PRESIDENT, AMERICAN PRESIDENT 
LINES—Resumed 


Mr. Poors. Yes, sir. 

The CHatrmMan. So to expedite this matter, are you willing to 
leave this matter now in the hands of the committee ? 

We will give you the same treatment accorded to the United States 
Lines. 

Mr. Poor. Yes, sir. 

Mr. Brinson. May we add one comment to that, Mr. Chairman? 

The Cuarrmman. Yes. 

Mr. Brinson. The big problem here is a question in our case of 
paying 45 percent of the escalation. That may run up to millions 
of dollars, 

We think, to place us on equal footing in the two oceans, we should 
also be relieved of paying 45 percent of that escalation, whatever it 
might be. If it is higher, of course, the Government picks it up. If 
it is lower, the Government benefits. 

In other words, we feel that that is an item that should be removed, 
deleted there, if we are going to be put on equal footing. 

The CuarrmMan. That does not come into our picture if you are on 
the same basis. 

Mr. Brinson. He says: 

Provided, however, That such price shall be increased to reflect forty-five per- 
cent (one), escalation (two) of any additional cost of construction other than 
national defense features— 

Et cetera. 

Mr. Drewry. That is on the 45 percent calculation rather than on 
the fixed price calculation ; is that correct ? 

Mr. Brinson. Well, the 45 percent would be the cost to the low 
bidder plus the escalation. 

Mr. Drewry. We are talking about putting you on the same basis 
as the United States Lines, which would be a fixed price basis. 

Mr. Brinson. Well, a fixed price would take care of it, but not the 45 
percent that Mr. Morse proposes here for escalation. 

Mr. Mainurarp. Mr. Chairman. 

Are we not in an awkward situation as far as fixed price is con- 
cerned, when we do not have a firm bid? Are we not guessing? 

Mr. Brinson. I think we might state there that the General Ac- 
counting Office has based their calculations on estimated earnings on 
the $34,200,000 as the price of the vessel. That is when you get to the 
economics of it. 

Mr. Pootr. Mr. Mailliard, the $47 million price, as I understand 
it, is looked upon as a percent of $105 million, which is the cost of the 
commercial ship. The 26-knot ship that we propose as the commercial 
ship would cost $76 million. Both of those are estimates. There is 
no difference in the situation. 

In other words, I think there has been unintentionally injected 
confusion about the situation. 
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There is a bid on the sister ship to the United States, but it is not 
the bid on which the price is based. In their case and our case there 
are estimates. The $105 million is an estimate which has been arrived 
at in consultation with a shipyard. I do not know whether a ship- 

yard has been consulted with the $76 million, but at least they are 
slike, They are both estimates, 

Mr. Mariurarp. Mr. Chairman, could I address that question to Mr. 
Morse as to whether he would see any difficulty in trying to put APL 
on a fixed price basis ? 

Mr. Morse. Yes, sir. 

Furthermore, I think they are straining at a gnat. They are get- 
ting a good price, a good proposal proposed by ‘this committee, and 
they ; are quibbling over dollars, in my book. We did not have a solid 
beni on which to make an estimate of what the ship would cost. We 
made an estimate of $76 million, which is just a very general estimate. 
It was not priced out accurately and we do not have a bid from the ship- 
yard, so that we think it would be improper at this time to name a 
price which does not necessarily have any true relation to what the 
price cost will actually be. 

If you want, we will endeavor to work out an accurate detailed esti- 
mate of what the ship will cost. Our rough approximation of $76 
million was not a detailed estimate. 

Mr. Mariui1arp. How long will it take to get a bid ? 

Mr. Morsr. We only got their final plans and specifications for 
the ship within the last few d: Lys. 

Mr. Dineetu. But you have not had time to study them yet ? 

Mr. Morse. We have not begun to have time to study them. 

Mr. Drncett. That was not a hostile question. 

Mr. Morse. None of the questions asked me are hostile. 

Mr. Maruut1arp. I think we would like to give equal treatment, but 
I do not think we want to do something that will not stand up on an 
equal basis. That is what bothers me. 

Mr. Morse. That is the reason we felt it undesirable at this time to 
have a fixed price on the APL ship. 

The Cuarrman. Do you have anything further to say, Mr. Poole? 
We are trying to give you the same treatment and I want you to get 
the same treatment. 

Mr. Pootr. If I were to make comments, I would make comments 
a good deal the same as made by United States Lines, and there is no 
need, I think, to cover the same ground. 

Our feeling on speed is similar to that of United States Lines. Our 
views on the other matters run so close to theirs that I see no reason 
for restating them. 

The CuatrmMan. Well, do you disagree with the proposal made by 
the General Accounting Office ¢ 

Mr. Poot. In general, I think it was a good proposal. I think that 
the amendments that have been suggested were necessary amendments. 

The CuatrmMan. And the amendments that have been contemplated 
here this morning would apply to you? 

Mr. Poor. Yes, I assume so. 

I do have one suggestion, and that is that in the Maritime Adminis- 
tration suggested changes, they have omitted, for reasons which are 
not apparent to me, certain costs that go into the cost of a ship such 
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as inspection and plan approved, which is a sizable item in the con- 
struction of a ship. It is an item that goes into a ship when you build 
it under the 1936 act. 

I do not know why they did not include in the price of the ship all 
the same items that go into a ship under the Merchant Marine Act of 
1936, with the single exception of construction interest. 

We have both agreed to take construction interest as an added item. 
The other costs ought to be in there. 

The Cuarrman. Do you have a comment? 

Mr. Morse. That was an oversight on our part. We have no inten- 
tion of treating them any differently than the United States Lines. 

The Cuareman. All right. Then I think we have reached a solu- 
tion of your problem. 

Mr. Garmatz. 

Mr. Garmatz. Do you have speed problems with your ship? Are 
you limited or do you pay an extra amount ? 

Mr. Morsr. We will give them the same thing we decided on for 
the United States Lines. 

Mr. Brinson. We agree with John Franklin, Mr. Garmatz, that we 
would like to have no speed clause naturally. 

However, the lesser of the evils would be a speed clause limited to 
our foreign competition. You establish your commercial speed at 26 
knots and then we would like to build a ship so that we could meet any 
competition during the life of that ship. 

Obviously we feel that it would be wrong to pay for an increase of 
operation over the 26 knots of whatever is necessary to meet foreign 
competition. 

The Cuarrman. You are asking for a 26-knot speed ? 

Mr. Brinson. We have suggested a commercial speed of 26 knots, 
yes, Mr. Chairman. 

Mr. Mariiarp. Mr. Chairman, we do not know what speed the 
ship will be built for, do we? 

Mr. Brinson. No, sir. 

Mr. Maruirarp. The Defense Department has not decided what 
they want in the way of speed. 

The Cuarrman. Are there further questions ¢ 

Mr. Dincett. Yes, Mr. Chairman. Some days back, as I recall, we 
discussed the possibility of APL using the same hull design as United 
States Lines is going to use. Have you folks any views to express at 
this time, or have you previously expressed any views ? 

Mr. Pootr. We have made as extensive studies as possible in several 
weeks that have elapsed since the earlier hearing. Those studies all 
show that the farther you go upward in speed, the lower the earnings 
that we would make on the ship. A ship that is designed for about 30.7 
knots, which is the standard that was talked about for the United 
States Lines ship, would make a lower return, and has some real ad- 
vantages. 

When you get up to a ship as we tried another one at 32 knots, and 
then we took a sister ship to the U/nited States, the cost of operating 
for our service brings the return down below a point which is easy to 
consider; or, to put it this way, we are prepared to take, and would 
be glad to take, higher speed if it were required, but it is difficult for 
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us to do that unless there was a reduction in the price to compensate 
for the lack of earning power. 

Mr. Drncetx. In other words, to take a lower point, where speed 
becomes a defense feature, is that right? 

Mr. Pootx. I would go so far as to say that for a sister ship of the 
United States we could not pay as much as $47 million and run her in 
our service. 

Mr. Dincett. What do you figure you could pay? 

Mr. Poorn. Well, that is a very difficult figure. I think it would 
have to be $40 million or under to make it possible for us to operate 
with a thin income. 

Mr. Drncetx. What would the architectural savings be of building, 
say, 4 hulls of this class as contrasted to 2 different sets of hulls? 

Mr. Pootr. I think Mr. Hoffman would have to answer that ques- 
tion. I would suggest that he be asked it. 

Mr. Drneett. Is he here in this room ? 

Mr. Poon. Yes. 

Mr. Drncett. Mr. Hoffman, would you answer that question ? 

Mr. Horrman. I would say that if you were to build 4 hulls at J 
time, that the saving on a per hull basis is about 8 percent under the 
single hull price. 

Mr. Drncetu. In dollars and cents, what would that be ? 

Mr. Horrman. Well, if you are talking $128 million, the group price 
would be about $118 million apiece instead of $128 million. 

Mr. Dincetx. It would save us about $10 million. 

Mr. Chairman, may I explore that a bit, or am I going afield? 

The Cuarrman. These two ships are all we have before us. We 
are through with the subject. We can take up that matter some other 
time. 

Mr. Drncetxt. APL is talking about two ships. 

The CHarMan. One ship. 

Mr. Poorer. One at this time. 

The CHarirMan. It is their choice to pick out the type of ship. 

Mr. Dincett. I am exploring the factors. If we are going to get 
1 fast ship or 2, or a fast ship and a slow ship, this is something 
we want to consider, because if it comes out in subsidy or comes out in 
additional features, maybe we can make a saving. 

What would the cost be on a two-hull basis? 

Mr. Horrman. It would be a 5-percent saving. 

Mr. Dineett. A dollar-and-cents figure of how much? 

Mr. Horrman. Talking again of $128 million, about a $6 million 
saving per ship. 

Mr. Dineeii. Mr. Morse, do you have any views to express on this? 

Mr. Morse. None at all, sir. 

Mr. Drnoett. What would you say as to the relative wisdom of the 
two policies ¢ 

Mr. Morse. We would have to look at the commercial feasibility of 
operating a sister ship of the /nited States on the Pacific. 

Mr. Dincet. Of course, I have you standing on one foot right now. 

Mr. Morse. No, sir. 

Mr. Drneett. You have not had a chance to explore it and would 
not be able to give me the information ? 

Mr. Morse. That is correct. 
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Mr. Dincetx. This gentleman here had something to say. Would 
you give your name and tell us about that ? 

Mr. Forp. APL investigated the possibility of using a ship of the 
class of the /nited States in their service and they made the deter- 
mination that it was entirely unsuitable. 

Mr. Dineeitx,. Would you give your name, sir ? 

Mr. Forpv. Admiral Ford. 

Mr. Drncett. Thank you, sir. 

The reason I explored this was that Mr. Mailliard on the other side 
of the aisle discussed this some while back, and I thought there might 
be merit in it. 

Mr. Maruirarp. We discussed it, and I discussed it informally with 
the American President Lines people, and they are convinced that it 
is not a sound commercial proposition to try to operate that kind of 
ship. 

The CHatrrman. The committee will meet tomorrow morning at 
10 o’clock to take up these 2 bills in executive session. 

(Thereupon, at 12:30 p. m., the committee recessed, to reconvene at 
10 a.m., Friday, March 14, 1958.) 
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